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Some one asked us not long ago 
what the most common fault of the 
average investor is. Of course there 
isn’t any single fault, whose correc- 
tion would insure successful security 
operations any more than there is 
any “average investor.” There are 
numerous faults that, in the ap- 
proach to the security markets, are 
common to all of us in varying de- 
gree. 

Here are some of the principal 
ones, time-worn and familiar per- 
haps, but nevertheless all too fre- 
quently forgotten. We have turned 
them into a brief set of guides, but 
they might be given more enduring 
usefulness by adopting those which 
apply to you and transforming them 
into New Year’s Resolutions: 

Know your company before you 
buy its securities. Balance sheets 


them thoroughly is good insurance. 


Don't be influenced by consensus 
psychology. When everybody agrees 
on the next move, the market has a 
perverse way of doing the opposite. 
Time your purchases and sales. Let 
them have them when they look 
good. Buy them when nobody ap- 
pears to want them. 


Decide when you make a commit- 
ment whether you are speculating 
or investing. Differentiate between 
long term and short term objectives. 
In other words, don’t “buy for a 
trade” and, when it goes against vou, 
“hold for investment.” 

Limit losses. If you are wrong, 
take your loss while it is small. 

Balance your holdings to suit 
your requirements. Decide how 
much of your funds you can specu- 


Resolutions. for 1939 





fied backlog of sound bonds, pre- 
ferreds and high grade commons. 


Don't be lured by the siren of high 
vield. An above-average return is 
more likely to be a warning than an 
opportunity. 

Don't buy and put away. No 
security is good enough to forget 
about. Constant vigilance is neces- 
sary even to the preservation of 
principal, let alone its growth. 

Earnings trend has the greatest 
influence on price. Prospective earn- 
ings are therefore more important in 
fixing market values than past or 
current earnings. More is usually to 
be made in a stock whose earnings 
are just turning from red to black 
than in one whose earning rate is 


established. 
Good resolutions made on Janu- 





and income statements may be late with, if any; and stick to that ary 1 are worthless if forgotten by 
dry reading but understanding proportion. Put the rest ina diversi- February 1. 
* * * * * x 


IN THE NEXT ISSUE 


Ten Market Leaders for 1939 


Selected by Tue Magazine or WALL Street Staff 


Sound stocks which in our opinion have the greatest market 


potentialities during the next twelve months. 
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For 1939—Except for war clouds visible on the horizon, 
indications are for generally clearing weather. 
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The Trend of Events 


POTENTIALITIES OF PROSPERITY ... The New Deal 
spends a great deal of money and what it spends 
out of borrowed funds is very important to busi- 
ness, but few people can conceive of the magnitude of 
our total spending activity, private and public. The best 
measure is debits to individual accounts of member 
banks in principal cities. For 1937, peak year of business 
under the New Deal, the total was $469,463,000,000. 
Excluding New York City to eliminate influence of 
security market activity, the total for 140 other cities 
was $235,206,000,000—a vast bit of spending but 30 per 
cent under the 1929 level. 

Last spring the country’s spending rate, as measured 
by this indicator, was approximately 17 per cent lower 
than in the spring of 1937. By early autumn the drop 
from a year ago had been cut to 9 per cent. In recent 
weeks the spending rate has been approximately 4 per 
cent less than a year ago. With allowance for lower 
prices, bank debits make at least a moderately favorable 
comparison with a year ago but such comparison, of 
course, is with a relatively low and declining 1937 rate. 

The only inference to be drawn at present is that in- 
dustrial production appears to be in fairly close balance 
with consumption, taking bank debits as a measure of 
the latter. Our total spending of bank money to date has 
not increased anywhere near in proportion to the vast 
increase in the supply of bank money brought about dur- 
ing the past eight months by Government borrowing, 


desterilization of Treasury gold and imports of gold. If 
the American people should some day shake off the inhi- 
bitions born of a long period of lean times and political 
uncertainties, and begin to spend present bank deposits 
at the rate of our spending in the "I'wenties—the result 
would be the most spectacular prosperity ever known. 


WHERE ARE THESE UNEMPLOYED? ... On some of 
our larger national problems it seems that the more sta- 
tistics we have the less we can be sure of. For instance, 
estimates—governmental and private—of the number of 
people unemployed show that a sub-normal percentage 
of our total population is gainfully occupied. But the 
number of presumably employed persons registered un- 
der the Social Security Law gives the impression that a 
much larger percentage of the population is gainfully 
occupied than ever before. 

When the Social Security Law was adopted it was offi- 
cially estimated that approximately 26,000,000 wage and 
salary workers would come under its provisions, exclud- 
ing all persons working for themselves, as well as farm 
labor, domestic servants, seamen, bank employees and 
employees of charitable organizations. Yet today, with- 
out any broadening of the classes eligible, the number of 
persons registered is approximately 42,000,000. Thus, 
the original estimate was 61 per cent wrong-—suggesting 
a possible wide margin of error in elaborate calculations 
dealing with such difficult subjects as employment, na- 





BustInEss, 





FryancraL and InveEsStMENT COUNSELORS 


1907 — “Over Thirty Years of Service” — 1938 








DECEMBER 31, 1938 


293 





tional income, etc., even when made by reputable experts. 

On the basis of 42,000,000 persons registered for Social 
Security, and taking into account estimates of the gain- 
fully occupied who are as yet ineligible, it would seem 
that somewhere between 60,000,000 and 65,000,000 per- 
sons are gainfully occupied. But this would be from 46 
to 50 per cent of the entire population, whereas the cen- 
sus figures of 1910, 1920 and 1930 showed an average of 
slightly less than 40 per cent of the population gain- 
fully occupied. 

Complicating the picture, of course, is the distinction 
between full-time workers and part-time or seasonal 
workers. We do not profess to know how this problem 
has been handled in taking census figures or in Social 
Security registrations. There is an apparent paradox, 
however, between prevailing estimates of unemployment 
and Social Security statistics. Our statistically-minded 
Government could add something to public enlighten- 
ment by attempting to straighten it out. Certainly it 
would seem that the Social Security records, properly 
broken down, could be made the most complete and 
up-to-date source of badly needed information on em- 
ployment. 


INCENTIVE TAXATION ... The idea of “incentive tax- 
ation,” aimed at encouraging profit-sharing and increased 
expenditures for betterment of industrial facilities, car- 
ries with it an attractive plausibility which will not stand 
logical examination. The defect in the proposal is that 
in basic principle there is no difference between a puni- 
tive tax levied for the purpose of restricting corporate 
activities which government deems objectionable and an 
“incentive” tax levied for the purpose of encouraging 
corporate policies which government believes to be de- 
sirable. In short, each is a regulatory tax rather than a 
uniform tax for revenues. 

The ill-fated undistributed earnings tax was a regu- 
latory tax. “Incentive taxation” would be equally un- 
sound, and might be almost as vicious in operation. In 
hearings before a Senate committee, the proposal has 
been condemned by both segments of organized labor and 
by most business men who testified. Hence the chance 
of its being adopted appears remote. The best “incentive 
tax” would be a uniform percentage levy on business 
earnings at the lowest possible level. Unfortunately, 
nothing is likely to be done in that direction. Yet we 
can take some comfort in the tendency of Congressional 
minds—however misguided—to turn to the word “incen- 
tive” and away from the werd “reform.” At least the 
proposal was meant to help business. 


BETTER AUDITS NEEDED ... There can be no doubt 
that the deplorable McKesson & Robbins affair shows 
the need for more complete audits of corporation ac- 
counting, including increased check on physical inven- 
tories. The practical problems involved, however, are 
far from simple; and it is only fair to point out that the 


present universally accepted practices of public account- 
ing firms cannot be expected to uncover criminality of 
the type involved in the McKesson & Robbins case. 

It would be a new and added function for certified 
public accountants to check inventories—requiring much 
increased time and cost in audits. Both the Stock Ex- 
change and the SEC urge the earliest possible issuance 
of annual balance sheets to shareholders. Balance sheets 
of the great majority of corporations are made up as of 
the end of the calendar year, putting a heavy seasonal 
burden on accou) "ing firms. A possible improvement 
would be to supplement the present practice with interim 
audits of particular balance sheet items—including in- 
ventories—and to make such interim audits at irregular 
times without advance notice to managements. 


RAILROAD REMEDIES ... The most important recom- 
mendation to be made by the President’s railroad com- 
mittee is that the law be changed to give railway manag- 
ers much increased leeway for experimentation in rate 
fixing. Since this proposal apparently will be backed 
jointly by rail management and rail labor, it should have 
a reasonably good chance of adoption by Congress de- 
spite opposition from some shippers. 

It is conjectural, of course, whether authority of pri- 
vate management to adjust rates to competitive needs 
would either solve the “railroad problem” or be wisely 
used in all instances. But in principle the idea is sound. 
Moreover, there are but two options open to us in rate 
making: 1, to restore freedom of private managerial 
judgment; 2, to drift ever further into Government man- 
agement. The railway transportation monopoly, which 
brought the Interstate Commerce Commission into being, 
has long since ceased to exist. Reflecting this basic eco- 
nomic change, the Commission has become increasingly 
a paternalistic manager of the railroads rather than a 
protector of the shipping public against exorbitant 
rates. The present plight of the roads is sufficient com- 
mentary on the quality of such political management. 
The first need of the rails is more traffic. Maybe it can- 
not be had, but clearly the only possible way of getting 
it is to make rates that will attract it; and the only way 
of making such rates is through flexible experimentation. 

The committee’s other proposals to Congress will be 
less controversial. They include repeal of the long and 
short haul provisions of the law; repeal of the land grant 
statutes under which the Government now gets sharply 
reduced rates on a substantial volume of freight; sale of 
the Federal barge lines to private interests, without pub- 
lic subsidy; improved procedure for reorganizing bank- 
rupt railroads; and enlargement of the Reconstruction 
Finance Corporation’s railroad lending activities. The 
wisdom of more Government loans to the roads will de- 
pend entirely on the uses to which the money is put. 
Borrowing to service present debt would be futile. Bor- 
rowing for maintenance of way has scant merit. On the 
other hand, Government loans for purchase of modern 
rolling stock would be self-liquidating and would produce 
important savings in operating costs. 
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As 9 Seo Jt! 


BY CHARLES BENEDICT 


THAT FASCIST CRY OF—''COMMUNISM''! 


 =_—s the three fascist dictatorships meet opposi- 
tion in any country, they accuse that government and 
its leaders of communistic tendencies. 

When they wish to interfere in the internal affairs of 
a nation, they send troops to “preserve order—to prevent 
a communistic uprising—to rescue minorities.” 

From what has already taken place in Spain, Austria, 
Czechoslovakia and elsewhere, we know that such talk 
is just plain “eyewash” used by the Nazis to mask the 
real purpose, which was banditry and conquest. 

However, in spite of irrefutable evidence that the cry 
of communism is only a catchword, they succeed in win- 
ning great victories without firing a shot because most 
people think of communism in terms of the Russian 
Revolution with its complete destruction of property 
and wealth, its suffering and degradation. Yet this type 
of revolution is completely out of fashion today. The 
adventurers who seek to carve out a dominant place 
for themselves have learned the 
error of these ways. They see 
the greater advantage of taking 
over with “business as usual going 
on while alterations are being made.” 
They prefer factories with machin- 
ery in running order, crops standing 
in the field, cattle in the barn, raw 
materials intact, a full larder—just 
what the Nazis insisted on having 
when taking over the Sudetenland. 

Actually, the nazism of today is 
the communism of tomorrow! 

Together with fascism, these three 
dictatorships are equally red, and 
have their roots in the Lenin theory 
of totalitarianism. The differences 
are only of method. 

The keynote of all these revolu- 
tions is spoils for the victor—the 
lure that wins adherents! The Nazis 
because of their aggressiveness have 
opened up the whole field of adven- 
ture—with a ruthlessness and greed- 
iness that makes nazism rather than 
communism the menace of the world 
today because communism lacks the 
executive, industrial and _ financial 
brains necessary for domination! 





Fox Movietone News 
"Still" showing the reception of Chamberlain at Munich. 
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It was the Munich Pact which elevated the Nazis to 
dominant power. It is now very clear—if ever there was 
any doubt before—that it was a deliberate decision on 
the part of Chamberlain and the ruling powers in Eng- 
land to throw their lot with the Nazis against what they 
believed was to be the other alternative—communism. 
Why? Because they, like others, had been led to believe 
that the nazi and fascist ideology is the rebuilding of the 
state by gradual elimination of the evils thereof and is, 
therefore, more desirable if changes are inevitable. 

This delusion has been completely shattered by events 
in Germany which have taken place since, but too late 
to save England from a decline to the position of a sec- 
ond rate power. The capitulation of England was too 
sweeping: 1—A free hand in eastern Europe and the 
Ukraine. 2—The return of the African colonies. 3—A 
financial loan of large proportions. All this was 
tribute paid to ward off (Please turn to page 340) 








Market Headed for New Peaks? 


We believe the market's technical readjustment has been 


completed and that it is now in a sound position to begin 


discounting the next phase of economic recovery. 


Invest- 


ment and intermediate trading purchases are recommended. 


BY A. T. MILLER 


Ox the more impatient bulls can quarrel with the 
narrow fluctuation and absence of significant change in 
the market during the past fortnight. Even these may 
soon have cause to feel better about the matter, for as 
this analysis is written—just one day before Christmas 
—the good cheer of the season has begun to make itself 
apparent in a more confident demand for stocks. Rally 
at this time is one of the most consistent of all market 
habits and in a topsy-turvy world we can take some 
comfort in this mite of normalcy. 

Looking behind the immediate technical picture, the 
recent sidewise drift of the market extended the oppor- 
tunity to make investment and intermediate trading 
purchases as recommended here two weeks ago, resulted 
in the accumulation of additional technical strength 
which will come in handy during coming weeks, and car- 
ried further the corrective process of gearing the level of 
stock prices to the realities of business activity and 
corporate earning power. 

With the exception of the brief bulge around election 
time in November, the volatile Dow-Jones industrial 
index has been confined within a 10-point trading range 
for more than ten weeks, and within approximately a 
5-point range for five weeks. Meanwhile, industrial 
activity has shown persistent expansion. 

For the market as a whole the recent movement of 
our weekly index of 330 stocks reflects a technical re- 
adjustment which we believe to be fully adequate for 
some time to come. At its December low this average 
had cancelled approximately a third of the entire 
advance from the bear market low of last March and 
was back to the level of mid-July. 

At the autumn highs the industrial leaders had 
advanced some 60 per cent in less than eight months; and 
our 330 index, reflecting the usual wide percentage move- 
ment of secondary stocks, had advanced approximately 
77 per cent. Such advance was, of course, abnormally 
fast. The October-November reaction in the 330 index 
and the ten weeks of trading range fluctuation in 
higher grade industrials have served the double purpose 
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of strengthening the market’s technical position and of 
holding the bull movement in check while business activ- 
ity and earnings came up into line. 

We see nothing of serious vulnerability in either the 
present market level or the present economic picture. 
The great majority of stocks are at prices which repre- 
sent an average recovery of only one-third of the bear 
market decline. Our per capita business activity index 
has recovered only 56 per cent of the depression decline 
and is yet at a level some 13 per cent under the so-called 
normal period 1923-1925. The recovery cycle is but 
eight months old, in contrast with five-year duration of 
each of the two preceding cycles of major expansion. As 
yet the breath of revival has but barely touched some of 
the more important capital goods industries. There has 
been no inflation of commodity prices or of inventories. 
Business borrowing remains at a very low ebb. Indus- 
trial production appears in pretty close balance with a 
gradually rising level of consumption, as shown by sta- 
tistics of consumer expenditures. Finally, the general 
attitude of business men, investors and_ speculators 
seems cautious. They are hopeful, but on guard. Ata 
really dangerous level in the ecenomic cycle they are 
optimistic and not on guard. 

The outlook, of course, is not cloudless. Many thought- 
ful people are genuinely worried over the drift of affairs 
in Europe. In high places there are fears of a European 
war, possibly beginning next spring. Yet it seems to us 
that the stock market must become reconciled to a more 
or less chronic condition of crisis in Europe or else go out 
of business. No stable European peace is in sight, but 
none has been in sight for a long time—and meanwhile 
repeated threats of war have proved but temporary 
influences on our markets. It is our feeling that if Great 
Britain and France would not go to war to preserve 
Czechoslovakia, there is scant reason to fear that they 
will war to preserve the Ukraine. We are not at all 
sure a German-Russian war is on the horizon, and even 
if it is we doubt that a conflict between these two particu- 
lar nations would give our markets much concern. 
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Some people question how long Government pump- 
priming will contribute to bank credit inflation and rising 
business volume. In our opinion, Government borrowing 
in 1939—and consequent expansion of bank deposits— 
will substantially exceed that of 1938. There is no end 
in sight to the inflow of gold from abroad, which is also 
inflating the bank credit reservoir. 

There are skeptics who doubt that the market can get 
anywhere because of uncertainty as to what the new 
Congress will do. We have had some very good markets 
at times when the general temper of Congress was far 
more uncertain than it is now. Indeed, we think Con- 
gress is about the least of our worries. The reform era 
is over. The era of consolidation is beginning. 


Others point to a January-February pause in business 
recovery as a possible restraining influence on the mar- 
ket. That has been a restraining influence for some 
weeks. It should not prevent an upward trend of stock 
prices based on hopes over a somewhat longer time 
range. Moreover, doubt regarding early 1939 business 
is being so generally taken into the reckoning that it 
becomes almost a positive bull point. The recent upturn 
in prices of sensitive industrial raw materials may be a 
straw in the wind pointing to better nearby business than 
is generally anticipated. 

Stocks are a buy for investment and intermediate trad- 
ing purposes. Secondary issues should outrun industrial 
leaders in percentage gains—Saturday, December 24. 
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The 1939 


Congress 


What It Can and Cannot 


Accomplish for Business 


BY RAY 


Tex Congress which assembles next week will exhibit 
an altogether different attitude toward private enter- 
prise from that entertained and exercised by any national 
legislature in the last ten years. The harassment of 
natural economic forces which began soon after the 1929 
crash—that is, even under Herbert Hoover’s regime— 
will be supplanted by a desire to cooperate with business 
and industry. No new and radical reforms will be en- 
acted, and those now in effect will be revised in accord 
with the dictates of common sense, experience and polit- 
ical pressure from a people anxious to get back to work. 

The causes are political and economic. Rooseveltian 
reverses in the purge and in the November elections, 
especially as they were registered in both farm and indus- 
trial areas, revealed a definite trend to the right. There 
is also the very human weariness of reform and a natural 
desire to consolidate social gains rather than venture 
into new and unknown fields. Perhaps even more impor- 
tant, there exists the belief that the nation faces a sharp 
economic upturn for the next few years, and that it would 
be folly to tamper with it at this particular moment. 


Conservatives in the Saddle 


From the parliamentary standpoint alone, conserva- 
tives on both sides of the aisle will possess a definite 
advantage. In the House the Republicans will have 
170 members, and these will align with sufficient anti- 
New Deal Democrats to checkmate the Administration 
extremists. A careful check since the late election dis- 
closes that the White House will be lucky if it can muster 
thirty-five Senators on behalf of liberal legislation. It 
must also be remembered that the rebels have been in- 
spired and encouraged by evidence at the polls that they 
can resist presidential pressure without jeopardizing their 
public careers. 

Members of Congress—both veterans and newcomers 
—have indicated that they will seek the advice of local 
business men and bankers and industrialists in coming 
controversies. Reliable reports reach the Capitol that, 
for the first time in years, Congressmen are consulting 
the leading citizens of their cities and towns as they pre- 
pare for the session. Washington’s citadels of big and 
little business—the National Association of Manufac- 
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turers and the Chamber of Commerce of the United 
States—have received more requests for their legislative 
reports than in a decade. It suggests the existence of a 
belief that, since government has failed to produce re- 
covery, the legislators are again turning to business and 
industry for an old-fashioned recipe. 

The approach of 1940 furnishes another factor making 
for conservatism, especially among the Democrats. 
Their leaders, especially Vice-President Garner, realize 
that they may meet defeat unless they can convince the 
people that the radicals, the crackpots, the braintrusters, 
the trouble-makers do not control the Congress or the 
party. In his historic conference with Mr. Roosevelt on 
December 18, the Vice-President served notice that it 
was time “to get on or off’—meaning that the head man 
must decide now whether to remain a Democrat or trail 
along with the Cohens and Hopkinses and Corcorans. 
Mr. Garner, incidentally, voices the attitude of a ma- 
jority of the party membership on and off Capitol Hill. 

Though the President will not publicly surrender, 
there is warrant for the suspicion that he has read the 
handwriting on the political wall. For one thing, he does 
not intend to submit any hard-and-fast program with a 
demand that Congress rush it through without study or 
change. He intends to recommend rather than command. 
Moreover, his proposals will be the product of commis- 
sions which have been giving serious study to such ques- 
tions as railroads, social security, government reorgani- 
zation, federal finances, etc. It appears as if he is willing 
to permit Congress to take the lead in sponsoring and 
acting on legislation. 

Under these circumstances the likelihood is that Con- 
gress will confine itself to repolishing and redecorating 
existing agencies and experiments, the NLRB, AAA, 
Social Security, etc. If the President accepts the 
changes, the result will be a harmonious compromise 
with no ear-splitting or head-splitting. It he doesn’t— 
that is, if Congress affronts him by trying to cripple his 
pet projects or proposals, the prospect is a stalemate 
after a long session of recriminations and intra-party 
disputes. Since both factions— Mr. Roosevelt’s and 
Mr. Garner’s — wish to avoid open warfare in the face 
of G.O.P. gains and the 1940 contest, some sort of 
cautious agreement as regards more controversial ques- 
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tions appears to be the more realistic outcome. 

Agriculture presents, in miniature, the kind of prob- 
lem which confronts the White House and Capitol Hill, 
and the pattern they may adopt in meeting this and 
similar difficulties. Although the farmers have registered 
their dissatisfaction with present low prices, with com- 
pulsory controls and the system of marketing quotas, 
they still feel that some sort of AAA offers the most 
feasible chance for farm recovery. Secretary Wallace is 
not entirely happy over the operation of his program, 
but he believes that it is entitled to further trial. If the 
legislators want to revise certain phases of the AAA, 
he takes the position that he will be glad to cooperate. 

Nobody anticipates any major tax legislation. It will 
be necessary to renew the nuisance taxes, which expire 
on July 1, but the government’s need for money will 
silence solid objections to these burdensome levies. 
Secretary Morgenthau may renew his drive for taxation 
of exempt securities, and also for taxation of state and 
local salaries, but it is doubtful if he can achieve his aim 
at the moment. Such a novel step must wait upon a com- 
plete overhauling of the tax structure, which will hardly 
be attempted until after the 1940 election. 

More important than specific tax legislation, however, 
is the Treasury’s new attitude toward this question of so 
much moment to business and industry at this particular 
time. The problem of seeking more money without 
harming private enterprise still more seriously has been 
entrusted to John W. Hanes, former Wall Street broker. 
He supplants Herman Oliphant, author of the undis- 
tributed surplus levy, and his methods are distinctly 
different. In discussing ways and 
means for raising fresh funds, Mr. 
Hanes has sought the advice of busi- 
ness and industrial and labor leaders. 
It offers a startling contrast from the 
manner in which the Morgenthau- 
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Oliphant attacks on capital were thrust on an unsuspect- 
ing nation almost overnight. The Treasury has learned, 
belatedly, that a nation can be taxed to death—or into 
economic anaemia. 

A balanced budget for 1940 is out of the question. 
Congress will try to cut appropriations sharply, to 
abolish the system of granting lump sums for relief and 
P WA, but only a magician could bring forthcoming ex- 
penditures and revenues into line. Even with sensa- 
tional recovery in the immediate future, it is doubtful if 
annual income will total more than $6,500,000,000, if that. 
And although Mr. Roosevelt will probably predict an 
outlay of only $8,000,000,000 in his forthcoming message, 
he will probably figure conservatively, as usual. A good 
guess is that the 1940 deficit will hover between two and 
three billion dollars. 

The battle over confirmation of Donald Wakefield 
Smith’s reappointment to the N LR B will set the stage 
for a vicious attack on this allegedly pro-C.1.0. agency, 
but radical revision of the board is only a remote possi- 
bility. Its author—Senator Wagner—has shown scant 
disposition to accept changes placing an employer on 
more equal footing with the employed in seeking rescue 
from costly and protracted jurisdictional disputes. 
Nevertheless, the fierce criticism to be voiced may 
temper the board’s future rulings, especially as they have 
taken a more moderate view during the last few months 
of heavy bombardment. 

There will be an attempt to amend the Wage-Hour 
Act so as to define what constitutes “interstate com- 
merce” more precisely, and relieve employers from their 
present suspense, but finding the 
proper phraseology for inclusion in a 
statute is an almost impossible task. 
It baffled the law-makers at the last 
session, as it appears to bewilder 
Administrator Elmer F. Andrews and 
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his legal staff. With respect to labor problems, the 
tendency will be to leave well-enough—or bad-enough— 
strictly alone. On the other hand, the period when labor 
had only to ask to receive, has ended. 

Congress will make a determined effort to give the 
taxpayer some relief from Harry Hopkins’ kind of relief, 
but the movement will be tinged with politics. Enact- 
ment of a law to remove the W P A from politics, or vice 
versa, is assured. It will probably take the form of the 
Hatch bill which bars anybody receiving relief or hold- 
ing political office from engaging in partisan politics, 
under heavy penalties. The Sheppard Committee which 
investigated campaign expenditures is certain to castigate 
the alleged abuses of relief funds, and to propose a 
remedy. 

The clamor for a WPA housecleaning will sound like 
the chorus from “Hellzapoppin’,” representing the almost 


universal conviction that this well-intentioned agency 
has been shot through with mismanagement and too 
tender a regard for people who can work but won't. 
One alternative contemplates forcing the states to bear 
a larger share of the cost in return for the right to dis- 


pense the funds. To that proposal, however, there has 
been raised the seemingly logical objection that few 
states can assume a greater financial burden now, and 
also that state politicians are quite as willing to “play 
politics with human misery” as are “the federals.” That 
seems to be an improbable solution which Congress will 
not seriously consider. 

The principal hope for W P A reform lies in the serious 
criticism that will be offered on the floor, a probable cut 
in relief appropriations and an insistence on weeding out 
the great army of shiftless who count on Uncle Sam to 
furnish them a lifetime job. (Please turn to page 342) 
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INDUSTRIAL PRODUCTION FROM FEDERAL RESERVE BOARD 
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That other factors far outweigh the infiuence of Congress is demonstrated by observing the shaded areas, which represent 
sessions of the past 20 years. 


300 


THE MAGAZINE OF WALL STREET 








Hs 
1. a 


busine 
Decen 
ZINE O 
cast t 
appro? 
means 
index | 
pares 
in the 
of 193 
1937, | 
busine 
just al 
But 
there | 
be exp 
For in 
ing is 
the cu 
ators 1 
volum: 
a simi 
is now 
1936, k 
machi 
Eve 
partici 
—Jjusti 
ment | 
nating 
both w 
that tl 


DECER 





cy 
00 
> 
eG. 
ar 


as 
>W 
nd 
vy 
at 


‘ill 


us 
ut 
ut 
to 
2) 


ET 











Which Industries 
Have the Best Profit Outlook for 1939? 


i. an analysis of the general 
business outlook, presented in the 
December 17 issue of THz Maaa- 
ZINE OF WALL Street, it was fore- 
cast that volume for the first quarter of 1939 would 
approximate that of the quarter now ending, which 
means a level around 100 for the seasonally adjusted 
index of the Federal Reserve Board. This estimate com- 
pares with record of 79 in the first quarter of 1938, 116 
in the first quarter of 1937 and 95 in the first quarter 
of 1936. It is worth noting that, with the exception of 
1937, one has to go back to 1930 to find a first quarter 
business level as high as that indicated for the period 
just ahead. 

But while the composite picture appears favorable, 
there are wide variations in the performances that can 
be expected of individual industries in the months ahead. 
For instance, while total business activity at this writ- 
ing is well above the average of the first quarter of 1936, 
the current demand for automobiles and electric refriger- 
ators is less than it was in the final days of 1935, but the 
volume of construction is about 50 per cent greater on 
a similar basis of comparison. Again, the steel industry 
is now ahead of where it was at the turn from 1935 into 
1936, but there is a lag thus far in farm equipment, heavy 
machinery, rail equipment and electrical equipment. 

Even stocks of companies in laggard industries will 
participate to some extent in the bull market on hopes 
—justified in many instances—that a major improve- 
ment in orders is not far ahead. Nevertheless, discrimi- 
nating appraisal of divergent industrial trends is in order 
both with respect to security selection and to the thought 
that the general recovery cannot long continue without 
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BY GEORGE W. MATHIS 


greater aid than is currently be- 
ing received from some of the 
important capital goods indus- 
tries. We herewith present our 
first quarter forecasts for each of the important fields of 
industrial production, as well as for trade, railroads and 
electric utilities. 


BUILDING — From present indications it is likely 
that residential building during the first quarter will 
exceed that of the first quarter of 1938 by at least 70 per 
cent. This indicates a dollar total for the 37 states east 
of the Rocky Mountains of approximately $265,000,000, 
as compared with $155,000,000 a year ago and $250,000,- 
000 in the first quarter of 1937. Total construction vol- 
ume for the thirty-seven states in the first quarter is 
estimated at about $900,000,000, as compared with 
$541,000,000 a year ago and $662,000,000 in the first 
quarter of 1937. 

We are apparently assured of the best first quarter 
building volume since 1930, when the total was $1,097,- 
000,000. Ending 1938—with a remarkably fast second 
half-year revival after a poor first half—total construc- 
tion contract awards stand at a level approximately 
27 per cent higher than the highest point reached in 
the 1935-1937 recovery cycle, if allowance for seasonal 
factors be made. The seasonally adjusted index of resi- 
dential building is approximately 21 per cent above the 
highest point reached in the 1935-1937 recovery. 

There is one fly in the ointment, however, and that is 
the fact that some 60 per cent of 1938 construction has 
been publicly financed. Moreover, contract awards have 
been abnormally accelerated in recent months to meet 
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the December 31 deadline 
on contracted projects un- 
der the new PWA pro- 
gram announced last 
spring. In short, so far as 
new awards are concerned, 
the big question mark for 
1939 will be private con- 
struction. With PWA 
awards out of the 1939 
picture — unless Congress 
should appropriate more 
money—it will take a very 
substantial gain in private 
building contracts to produce for the full year an ex- 
pected gain of 10 to 15 per cent in total awards, as com- 
pared with 1938. 

It is important, however, to note that difference be- 
tween heavy P WA awards in the quarter now ending 
and no such awards in the coming quarter is wholly 
meaningless so far as concerns effect on business activ- 
ity and sales of building materials. A building project 
is still on paper when the contract award is made. Public 
works awards made during the second half of 1938 will 
be reflected in the actual erection of struc- 
tures, employment and demand for build- 
ing materials throughout 1939 and espe- 
cially during the first half of 1939. 

Reversing the 1938 relationship, the 
largest percentage gains in 1939 building 
will be in privately-financed work. As 
heretofore stated, there will be a very 
large increase in residential construc- 
tion, aided by rising national income and 
continued availability of mortgage credit 
on attractive terms. Utility construction 
will show a substantial gain, since the 
electric power industry is heading toward 
a new peak of consumption. More mod- 
erate gains may be expected in commercial and industrial 
building but no semblance of an early boom as few indus- 
tries are near capacity. While spring probably will bring 
some rise in building costs, there seems scant reason to 
fear a wage-price inflation such as curtailed building 
volume after the spring of 1937. 





STEEL—During the quarter now ending the steel in- 
dustry has operated at an average of about 54 per cent 
of capacity, the peak rate for the period and for the year 
having been 62.6 in mid-November. Bearing upon the 
first quarter prospect, it should be noted that the 54 per 
cent average operating rate of the past three months was 
attained with little help from such steel-consuming fields 
as railroads, farm equipment, machinery, refrigerators, 
electrical equipment and tin containers. Output of tin 
plate was abnormally low, due to a price uncertainty now 
removed. In short, the backbone of the fourth quarter 
improvement in steel was the motor industry, building 
and miscellaneous demand. First quarter steel takings 
by the motor industry probably will not be importantly 
more or less than in the quarter now ending, much de- 
pending on how the late winter retail sales trend influ- 
ences the normally heavy operating schedule of March. 
Miscellaneous demand may be expected to increase some- 
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what from the fourth quarter level and further improve- 
ment in orders for structural steel is indicated. 

On balance, the types of demand chiefly responsible 
for the fourth quarter rise in the steel rate will be oper- 
ative in moderately larger degree during the coming 
quarter. In addition, rail buying is currently quickening 
and quite certainly will be a bigger factor in the first 
quarter than in the fourth quarter. The winter months 
will bring a seasonal rise in steel taking by the farm 
equipment makers, in preparation for their spring selling 
season. As compared with the fourth quarter, a large 
increase in output of tin plate is certain. 

Thus analyzed, the prospect appears to be for a first 
quarter average operating rate between 55 and 60 per 
cent of capacity and perhaps a bit more. The 1938 first 
quarter average was 41.8; for 1937 it was 85.2; and for 
1936 it was 52.8. In the initial three months of 1937 steel 
volume was by far the largest for any first quarter since 
1929. With the exception of 1937, the first three months 
of 1939 will top any comparison since 1930. At or slightly 
above a 60 per cent rate, all leading companies will be 
well into black figures but, of course, far from maximum 
profit potentials. 


AUTOMOBILES — Accurate forecast 
of first quarter automobile production is 
difficult, if not impossible, for while the 
industry is optimistic there will be at least 
some seasonal decline in output during 
January and February and the March 
production rate — March being normally 
the heavy production month of the first 
quarter — will depend entirely on the vi- 
tality of retail demand as demonstrated 
during the winter season. New car regis- 
tration figures over the next month or 
two will throw much light on the matter. 
As this is written complete November 
sales data has not yet become available, 
but Detroit estimates put the month’s retail deliveries 
of cars and trucks at approximately 228,000 units or 
5 per cent less than in November last year. In relation 
to general business activity and the indicated status of 
public purchasing power, that is not a particularly good 
performance. Official figures of General Motors Novem- 
ber retail sales appear to confirm the impression of a 
somewhat disappointing lag in consumer spending, which 
was visible also in November department store trade. For 
instance, for every 1 point in this publication’s per capita 
business index General Motors dealers in November sold 
1,559 cars and_ trucks, 
against 1,684 in November, 
1936, and 1,700 in Novem- 
ber, 1935. For every one 
billion dollars of total deb- 
its to individual bank ac- 
counts—such debits being 
a good index of the coun- 
try’s spending activity— 
the company’s November 
retail sales were 17,937 
units, against 8,392 in 1936 
and 8,153 in 1935. 

The apparent lag in con- 
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sumer demand for cars may be temporary, for it is rea- 
sonable to expect a further rise in national income and 
to believe that public spending psychology will become 
more confident as the recovery spiral takes firmer root. 
On the other hand, heavy automobile sales in the three 
years 1935-1937 may have made quite a dent in potential 
replacement demand; and it is open to doubt that the 
motor industry will play quite as dynamic a part in 
this recovery as it did in the 1933-1937 cycle. First 
quarter output probably will be somewhere between 
1,000,000 and 1,100,000 units or not materially different 
from the performance in the quarter now ending. 


MACHINER Y—From the depression low last spring 
through August orders for machine tools showed a not- 
ably fast recovery but have since tended to level off. 
There has been no significant additional gains within the 
past three months. In the trade there appears to be 
confidence of a renewed upturn in both domestic and 
foreign demand in the forepart of the new year, but there 
is no statistical basis upon which a rational forecast can 
be made. By citing average age of existing machine tools, 
it can be demonstrated that there exists a great potential 
demand; and there is continuing pressure for more effi- 
cient and economical means of produc- 
tion. But over any short period demand 
for capital equipment depends mainly on 
the buyer’s estimate of the nearby trend 
of his own business. Doubt as to addi- 
tional gains in industrial production dur- 
ing the first quarter is fairly widespread. 
It may be that another period of active 
demand for machine tools will await es- 
tablishment of a confident belief in the 
staying power and scope of the basic re- 
covery cycle. The longer term outlook 
is favorable. Orders for heavy machinery 
continue to lag and it is to be doubted the 
picture will change materially over the 
next few months. In expansion and modernization pro- 
grams that involve heavy industrial machines there is 
nothing now in sight to match the steel industry’s major 
capital expenditure program of 1935-1937. 





EQUIPMENTS — As heretofore indicated, consump- 
tion goods, building, automobiles and steel have largely 
dominated the recovery movement to date. It is char- 
acteristic, and therefore not particularly discouraging, 
that most types of producer goods come into active de- 
mand only after the recovery trend has been established 
some time. Surplus capac- 
ity has a more practical 
bearing upon such demand 
than the intangible factor 
of confidence in the longer 
outlook; and, _ generally 
speaking, we are not close 
enough to capacity produc- 
tion to force active demand 
for capital goods. The elec- 
trical equipment industry 
is a case in point. Fourth 
quarter figures will prob- 
ably show a further mod- 
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erate decline in backlogs 
and no appreciable gain in 
orders. The industry should 
benefit materially from first 
quarter building volume 
and probably can expect a 
moderate uptrend in util- 
ity buying. The first quar- 
ter will hardly bring im- 
portant increase in orders 
from industry and the rail- 
roads. Outlook for marine 
equipment is favorable. For 
the aggregate of household 
appliances the first quarter volume probably will show 
a firm upward trend, although the recent lag in sales of 
refrigerators has been more than can be explained by 
seasonal factors. 

Reflecting improved earnings, railroads in the past few 
weeks have begun to loosen up a bit on expenditures but 
thus far the movement represents buying of rails and 
other imperatively needed maintenance. Orders for roll- 
ing stock remain at a very low ebb, although here bottom 
without doubt has been put behind. First quarter car 
loadings will run well over the year-ago 
level but will leave a surplus of usable 
cars and locomotives. Before the end of 
the quarter we will probably have a pretty 
good idea of what the Government pro- 
gram for rehabilitation of the railroads 
will amount to. It may possibly point, di- 
rectly or indirectly, to improved business 
for the rail equipment makers but will 
hardly affect demand during the period 
under analysis. Indeed, uncertainty as to 
the Government program is probably 
tending at the moment to defer formula- 
tion of railroad capital budgets. 

Outlook for the farm equipment mak- 
ers during the first quarter is not bright, and it is prob- 
able that sales will run somewhat under volume for the 
first quarter of 1938. At best there is some lag between 
improvement in farm prices and farm income, and its 
reflection in demand for farm equipment. Whether the 
first quarter will bring material improvement in the eco- 
nomic status of the farmers is conjectural. Even should 
some betterment eventuate, it will hardly come soon 
enough to be much of a factor in the farm equipment 
industry’s spring selling season. A major improvement 
in the industry’s volume and profits apparently will have 
to wait until the second half of the year. 

The office equipment makers suffered much less in the 
recent depression than did most capital goods activities 
and, among capital goods, are in the vanguard of recov- 
ery. For instance, sales of National Cash Register in the 
first nine months of 1938 declined less than 13 per cent 
and those of Remington-Rand less than 17 per cent. The 
recovery trend got under way in August, has apparently 
been well maintained in the fourth quarter and should 
go at least moderately further over the next three 
months. Orders for certain types of equipment have 
been stimulated by the Wage-Hour law. 





CHEMICALS—The final quarter of 1938 has been by 
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far the best of the year for the chemical industry in both 
volume and profits. Additional gains over the next few 
months will probably be quite moderate. Demand for 
chemicals used in the steel industry and in manufacture 
of some types of building materials, including paints, 
figures to be better than in the fourth quarter. Demand 
reflecting activity in the motor industry, in textiles, in 
paper and in food processing probably will not be mate- 
rially larger than in recent months. The long term 
growth factor in the industry remains highly favorable 
but is far less influential than the general business trend 
in effect upon quarterly fluctuations in volume. As here- 
tofore forecast, the aggregate business volume of the first 
quarter will not differ importantly from that of the past 
three months. That generalization is probably near the 
mark for chemicals in the first quarter. 


NON-FERROUS METALS — The longer term out- 
look for the major non-ferrous metals is brighter than 
the nearby prospect. In the first blush of recovery pro- 
ducers have kept generally to the cautious side in price 
and production policies and the basic position is sound. 
In recent weeks consumption and stocks of refined cop- 
per have been in close balance. The motor industry is 
one of the major outlets for non-ferrous 
metals and first quarter demand from this 






level is unlikely within the next few months, as indus- 
trial activity should be about on a par with that of recent 
months and significant nearby expansion in commercial 
and domestic consumption is improbable. The earnings 
trend of the better grade utilities is mildly favorable and 
the long term outlook has been materially bettered by 
the recent change in the political atmosphere. 

Railroad car loadings in the first quarter should run 15 
to 20 per cent above the year ago level, aided very impor- 
tantly by the prospective activity in steel and construc- 
tion and by a movement of bituminous coal—a major 
source of revenue—much heavier than in the first three 
months of 1938, although probably no greater than in the 
quarter now ending. With continued close control of 
expenditures, earnings of most roads will show large first 
quarter percentage gains, but from an extremely low base. 
Even a semi-profitable level of freight traffic will require 
a stronger recovery in the capital goods industries thar 
is now in sight, and if the longer future is to be anything 
but very dubious the Government rail program now 
under consideration will have to work wonders. 


FOODS—Generalization on the outlook for food proc- 
essors is not feasible because of the great diversity of 
factors affecting volume and profits and 

the widely varying characteristics of the 


source will show no significant gain, if Bet individual enterprises. The composite 
any, over the present quarter. Active i trend of food prices is currently down- 
building, however, should bring some first e2sh ward, which puts pressure on profit mar- 
quarter betterment in consumption of Va gins of most processors although, for some, 
copper, lead and zine. The continued lag ae a low level of raw material costs is mildly 
in the capital goods industries—especially ts favorable. In the entire field there are a 
electrical equipment—is a limiting factor A few companies which consistently man- 


in the nearby outlook. Stocks of zinc 
are a bit high and prices have been cut 
sharply in reflection of lower tariff rates 
effected in the recent British - American 
trade agreement. Lead prices have also 
been shaded in line with a lower world 
price, but stocks of this metal have continued to be cur- 
tailed. Over the first quarter a relatively narrow range 
of price fluctuation appears likely for non-ferrous metals. 


OIL—This is the time of year when the over-produc- 
tion and price uncertainties of the oil industry are usually 
being actively debated—and when, more often than not, 
it has proved a favorable season at which to buy the oil 
shares. The December statistics have been moderately 
favorable, with consumption of gasoline estimated at 
2 per cent more than a year ago and average daily sup- 
ply of crude a bit less than a year ago. On present indi- 
cations the price structure appears more likely to firm up 
over the next few weeks than to weaken. The first quar- 
ter, of course, is a season of high consumption of fuel oil 
and relatively low consumption of gasoline. On an aver- 
age, earnings in the industry are far under year-ago lev- 
els and it is to be doubted that the first quarter will 
bring any important betterment in this respect. 


UTILITIES & RAILS—At the year-end consumption 
of electricity is running about 6 per cent ahead of a year 
ago and a trifle above former all-time peak established 
in September, 1937. Although a record-high first quarter 
average is a possibility, significant gain over the present 
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age to do better than competitors under 
favorable conditions and to meet unfavor- 
able conditions with but moderate curtail- 
ment of earning power. Ranking high 
among these are such as Beech-Nut Pack- 
ing, General Foods and General Mills. 
It is to be doubted that the first quarter will see any 
improvement for the general run of dairy, bakery, can- 
ning and meat packing companies. For most in the food 
field taxes are increasingly burdensome and profit mar- 
gins—always relatively narrow—are subject to unpredict- 
able shrinkage from changes in supply-demand factors. 


TEXTILES—As compared with a year ago, output of 
textiles has recovered very sharply, without aid of specu- 
lative forward buying. Stocks of fabrics and apparel in 
hands of manufacturers, wholesalers and retailers range 
from very low to moderate. The position is stable and 
should remain so through the first quarter, without mate- 
rial improvement. Since there is no apparent prospect 
of rising prices over the next several months, buying will 
remain geared closely to consumer demand, in which 
fluctuation—measured in physical volume—is very mod- 
est. Rayons have a better outlook than either cotton or 
woolen textiles. 


MISCELLANEOUS—The boom in the aircraft manu- 
facturing industry will continue, a fact so widely known 
that it is not news; nor is it subject to any possible con- 
troversy of opinion, except as to how far ahead the mar- 
ket has discounted earnings. (Please turn to page 000) 
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Your Stake in 


Leverage accentuates 
possibilities— 
Variety of investment 
afforded 


BY CYRUS G. V. WHITE 


= STEEL earned nine million dol- 
lars in 1937 and has probably lost almost the 
same amount in 1938. That, you might say, 
is the nearest thing possible to a standoff 
over the two years. Unfortunately though, 
the sometimes vague quality of leverage be- 
comes a very real thing here to the common 
stockholder of Republic, and against a profit 
of $1.19 a share in 1937 he faces a loss (if 
the nine million dollar estimate is correct) of 
about $2 a share for 1938. 

How does it happen that two similar 
amounts can produce such contrasting re- 
sults in terms of the same issue? Leverage, 
of course. But how does it actually work out? 

Disregarding for a moment the company’s funded 
debt, charges on which have been deducted before net 
income is stated, consider the stock issues outstanding. 
First claim on earnings is held by the 282,303 shares of 
6 per cent cumulative prior preferred stock; until profits 
exceed $1,693,818, or $6 a share on this issue, nothing is 
available for the lower ranking equities. Next comes the 
6 per cent cumulative preferred, an old issue of which 
only 119,548 shares remain outstanding. Dividend 
charges on this amount to $717,288 annually. Thus, be- 
fore a penny accrues to the common stock some $2,410,- 
000 in net income after all charges must have been shown. 

If the company were to report its income at zero for 
any year, with neither a profit nor a loss, the 5,593,189 
shares of common stock would be in the red to the extent 
of 43 cents a share because of the dividend charges pre- 
ceding its own claim. This is true regardless of whether 
any dividends are paid on the preferred stocks or not. 
The company’s current asset position may improve 
sharply during a period when losses are being reported 
on the common stock, but the losses are nevertheless 
real. The year of zero earnings, furthermore, while it 
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Republic 


Cold-rolling a sheet at Republic's Massilon, Ohio, plant. 





would mean an exactly even break for the prior pre- 
ferred stock—neither a profit nor a loss—would mean a 
deficit of $2.36 per share on the other preferred issue. 
Apparently the loss on the old preferred would be greater 
than on the common; but actually the difference im 
amounts outstanding would be responsible. 

Now if in the following year Republic could produce 
net earnings of say $3,000,000, all preferred dividends 
would be covered and a small balance (1lc a share) 
would remain for the common. Doubling that income 
in the next vear would increase earnings on the common 
500 per cent or to 64c; tripling it would mean a gam 
of almost 1,000 per cent on the common, or to 31.16. 
Meanwhile, results stated in terms of the prior pre- 
ferred stock would merely double or triple in_ pac 
with the gain in net, whereas the coverage for the junior 
preferred issue would jump 460 per cent through a trp- 
ling of net income. So results multiply with leverage. 

The reverse side of the leverage proposition is what 
must be faced today, however, at least in summing up 
the results of the past year. Like all steel companies, 
Republic has been through a very sharp contraction in 
volume, and again like practically all in its industry, 
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Casting a heat into pigs at Republic's Canton, Ohio, plant. 


heavy charges which go on even when furnaces are idle 
have caused a far larger drop in earnings than in gross 
business. After only three profitable years—1935 to 1937 
—Republic has returned to the deficits which have 
plagued it since its formation early in 1930. The history 
of the corporation is preponderantly one of red figures, 
the score six red to three black by years. 

Looking at the chart showing market action of various 
stock and bond issues, the picture emerges of the effect 
of rising and falling income upon the securities geared 
at different ratios to the earning power. The uppermost 
line on the chart, steadiest of all, represents the monthly 
price of the first mortgage 514s due 1954, convertible into 
common stock at $38.04 per share. After selling for over 
a year within a narrow range, the conversion feature sud- 
denly came into importance early in 1937 when the com- 
mon stock threatened to reach and finally crossed the 38 
level. The sharp runup in the issue subsided abruptly 
when the common stock fell away from its highs, but the 
first lien on assets of the Corrigan, McKinney subsidiary 
and on certain other assets helped to sustain the price of 
the bonds once they had dropped back from their tem- 
porary peak. Thus, except for a short excursion into the 
lower nineties, the convertible 514s of 1954 have resisted 
the influence of curtailed earnings very sturdily. 

Contrasting is the record of the general mortgage 414s 
of 1961, unaided by a conversion privilege and not so 
directly secured as to principal. When it became ap- 
parent that interest charges would not be earned early 
this year, the 414s dropped into the lower seventies, and 
have not since recovered to the levels prevailing in 1936 
and 1937. 

All of the bond issues, however, totaling a round 
$93,000,000, have priority over the two preferred stocks, 
and here the leverage becomes more noticeable. While 
the prior preferred rose only to 110, the junior issue 
climbed noticeably higher because of accumulated divi- 
dends which would necessarily be cleared before any pay- 
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ments could be made on the 
common. Then when it devel- 
oped that interest charges were 
not being fully covered, and 
therefore that deficits were being 
incurred on the preferred stocks, 
these issues dropped in company 
to levels within a point or so of 
each other. (Neither line is ad- 
justed for dividend payments, 
occasionally large on account of 
arrears.) 

Finally, the action of the com- 
mon stock, highest-geared of all 
the issues, is shown at the bot- 
tom of the chart. Selling at a 
fraction of the other prices, the 
true percentage size of the move- 
ments in the common are not 
immediately apparent. In the 
decline from the first quarter of 
1937 to the second quarter of 
1938 the first mortgage bonds 
dropped 28 per cent, the gen- 
eral mortgage bonds 30 per cent, 
the prior preferred stock 65 per 
cent, the old preferred 68 per cent, and the common 
85 per cent! On the subsequent rise to the highs for 1938, 
the recovery of the various issues in the same order has 
been: 20 per cent, 36 per cent, 104 per cent, 96 per cent, 
and 128 per cent, with the common showing over six 
times the relative gain of the convertible bonds. Once 
the common works high enough to affect the value of the 
conversion privilege on the bonds, the two issues should 
tend to move more closely together, although percentages 
would still favor the common over the entire swing from 
the low points. 
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Having seen the effect of both 
rising and falling earnings on the 
various stock and bond issues, 
the next pertinent question in- 
volves a look into the future. 
Now that profits have disap- 
peared but business has once 
more turned up, how soon can 
Republic be expected to get out 
of the red? 

Some idea as to the swings 
possible in this business may be 
gained by comparing the first 
quarters of 1937 and 1938. In 
the earlier period a_ profit of 
$5,567,000 was shown, the larg- 
est in the company’s history. A 
year later, the loss for the quar- 
ter was $3,062,000. Then the de- 
ficits tapered off very gradually 
in the second and third quarters 
of 1938, but not until the final 
three months was the breakeven 
point neared. On the basis of 
operating rates which have 
compared favorably with the 
industry as a whole, Repub- 
lic may have added only very 
nominally to the nine months’ loss of $8,306,000 when 
results for all of 1938 became known, always providing 
that no unusual income adjustments prove necessary at 
the year-end. Thus the estimate of a loss approaching 
$9,000,000 made at the beginning of this discussion may 
turn out to have been somewhat on the pessimistic side 
if all goes well in the closing days of the year. 

With Republic very near the turn in the corner toward 
profitable operations, the gains from this point could con- 
ceivably be rapid. Following a loss of $3,500,000 in 
1934, the next year saw a profit of $4,500,000 and this 
was more than doubled in 1936. The position has de- 
teriorated in some ways since then, it is true. Hourly 
wage rates were raised in both 1936 and 1937, and prices 
have been subject to considerable irregularity with effects 
which will probably not be erased in the near future. 
Taxes, another baneful influence, were 35 per cent higher 
in 1937 than in 1936. 

On the other hand, toward the end of the three years 
of progress certain very important improvements to the 
property and enlargements of its scope were coming to 
pass. Gulf States Steel was acquired in April, 1937, pro- 
viding not only an addition to manufacturing capacity 
and raw material supplies, but, perhaps more vital, an 
entrance to markets in the South with growing signifi- 
cance. Particularly since the revision of basing point 
differentials, making it difficult for Pittsburgh steel prod- 
ucts to compete in widely scattered markets, the ore, 
coal, limestone and plants in the South which are now a 
part of Republie’s assets may be expected to intensify 
the results of a boom in steel consumption once the pay- 
point is passed. 

Another factor of no little significance is contained in 
the new equipment installed in the last year or two. 
A strip sheet mill at Cleveland, completed in Novem- 
ber, 1937, just too late to be put to profitable use, set a 
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General view of the cold mill building in Cleveland. 


new record for width and potential efficiency. Needless 
to say, only at a comparatively high rate of operations 
would tremendous investments in such equipment prove 
their worth. As business returns more nearly to normal, 
though, the campaign of modernization and the new 
equipment installed are seen to have opened the possi- 
bility, if not the probability, that the damage to profits 
caused by higher wages and taxes and lower prices may 
be in large part canceled by more efficient operating 
results. Furthermore, Republic has improved its raw 
material position by certain acquisitions which do not 
benefit earnings immediately but which must inevitably 
have their effect. The pay-point today is probably some- 
what under 50 per cent. 

A certain amount of dilution has occurred in the com- 
mon stock, as for instance in the acquisition of Gulf 
States Steel on an exchange basis. However, the net 
result in terms of funded debt has been a reduction, since 
against an additional $7,000,000 Gulf States bonds as- 
sumed, over $22,500,000 of the company’s own first mort- 
vave 514s and of its Series A 444s were converted into 
common stock when that issue was at higher levels. Com- 
bining these transactions with sinking fund purchases 
and redemptions, the net reduction in funded debt dur- 
ing 1937 amounted to slightly over $18,100,000. Interest 
charges are somewhat further reduced and capital struc- 
ture simplified by the call for redemption at the end of 
1938 of the remaining Series A convertible 414s. 

A pickup in net income during 1939 comparable to 
that of 1936 or the year before would be distributed 
among a larger number of shares of common stock, but 
increased capacity and efficiency have undoubtedly ex- 
panded the limits to which a move of the sort might be 
expected to carry. Republic has more than maintained 
its characteristic diversification of both products and 
plant locale, and it remains (Please turn to page 340) 
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Almanae of Seasonal Activity 


Based on Observations and Averages, 1926-1938 


BY T. L. 


N. such thing as a “typical year” actually exists, but 
it is possible to construct one which can serve a very 
useful function. Both in business and in security prices 
certain trends have a tendency to repeat themselves 
so consistently each vear that a fairly reliable pattern 
is formed, against 


LUDLOW 


with the first week in the same years, a distortion occurs 

when the end of the chart is related to its beginning. 

The average rise in the market in the first week of twelve 

consecutive years is actually and exactly 2.3 points. Any 

adjustment made on the chart would be at the expense 
of its continuity. 
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AN AVERAGE MARKET 


Going a step beyond 
stock prices, the same 
method but on a 
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guide to any one year, 
but as a mathematical 
truth, the surprising seasonal variation must have its 
practical use to either the trader or the longer-term in- 
vestor. Because the effect of the method used is to com- 
pare the fifty-second week averaged over thirteen years 


in general the conclu- 
sions are for the two business and market cycles be- 
tween 1926 and 1938. Certain figures in both stock 
prices and industrial trends late in 1938 have been 
estimated. 





A Typical Year 


JANUARY 

Stocks advance (11 yrs. out of 13). 
the average gain is over two points in MWS 330-stock Index. 

The low month in freight car loadings; the next five months show 


Particularly in the first week— 


continuous gains. Rail stocks are nevertheless customarily strong in 
January. 

Bituminous coal production hits one of its two annual peaks; paper 
mills are busy; steel and building stocks advance. 

An active period in new corporate financing is to be expected, but 
not the top for the year. 

Business men make their plans, and the degree of their confidence 
can often be seen in the stock market or in industrial activity early in 
the month. 
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FEBRUARY 


The market usually extends its advance. 

Annual reports begin to influence individual issues as they appear. 

Newsprint production suffers a sharp dip to its low of the year. 

Relatively heavy ordering of freight cars usual. 

Automobile production slides off from the high rates of the previous 
ninety days. 

Gasoline consumption hits a low for the year. 

Bank clearings (outside New York City) sag between good months 
of January and March. 

Season of improving prices, news and prospects comes nearer for 
the petroleum industry. Oils bought for trading purposes last Fall 
may be closed out on strength. 
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MARCH 


After advancing to the end of February or early March, stocks are 
subject to a reaction in the latter part of the month. 

Auto production begins a two-month pickup from the February 
level; gasoline consumption also recovers strongly. 

Farm income improves considerably from the February low. 

Railroads cut their freight car purchases in half. 

Department store sales show the first signs of increase after the 
January-February slump. 

Business pace accelerates. 


APRIL 


An indecisive but significant month in the stock market. 
of past 13 years, prevailing trend between the end of March and the 
end of April has been extended for another two months; when stocks 
advance in April they are customarily higher still by the end of June, 


In 11 out 


and vice versa. 

Cotton mills reach their greatest activity. 

Although steel mills come to their operating peak, steel stocks are 
no better than the general market. 

Auto production is likewise at a peak, without concurring strength 
in the motor issues. 


MAY 

The peak in corporate financing, making hay before the hot summer 
sun wilts investors’ initiative. 

Stock prices have a tendency to sag during most of the month, but 
the average price change is small. 

Department store sales are enough better than in April to register a 
minor high point. 

Car loadings improve despite the fact that steel mills, which are 
responsible for a fifth of the loadings, have begun to contract their 
rate of operations. 


JUNE 

The final week in this month, or rather the twenty-sixth of the year, 
is apt to be a breath-taker. The market was up 5!/2 points in this week 
of 1928, 10 points in 1931, 5 points in 1933, 10! points in 1938. Ex- 
planation—possibly anticipating the reinvestment demand from July 
Ist dividend and interest recipients, possibly the psychological feeling 
of the approaching mid-year milestone, similar to that at the year-end 
without the tax considerations. 

The uptrend in farm income is accelerated, but cotton cloth activity 
touches its low for the year. 

Bituminous coal production is still at a low ebb. Bank clearings are 
fairly large—business active. 


JULY 

The market struggles to maintain its uptrend, without adding appre- 
ciably to values after the first week. 

Rail equipment purchases in this and the following month threaten the 
zero. mark. 

Retail business stagnates, with department store sales making their 
low for the year. 

Car loadings fall back in the only exception to what would other- 
wise be a straight uptrend from January to October. 


AUGUST 


The dullest month of the year in general business, yet in the last 
week the stock market makes its high for the average year, discounting 
the fall pickup. Hopes are likely to be pitched too high, as shown by 
subsequent market action. 

New stock and bond issues are infrequent (the low for the year), 
with potential buyers away from their offices. 

Agricultural products aid car loadings to rise; and new summer uses 
for electricity are of some help to power production. 


SEPTEMBER 

Earlier optimism towards autumn business receives a severe test and 
the market outcome is apt to be unpalatable. Drops between the last 
week in August and the last in September amounted to 7 points in 1929, 
13 points in 1930, 14 in the next year, 15 in 1933, 25 in 1937, and 9 in 
the recovery atmosphere of 1938. 

Automobile production is at its low for the year; gasoline consump- 
tion begins its trend down from the August peak. 

Retail business stages a strong comeback from summer dullness. 


OCTOBER 

A time of wide swings in the stock market. Out of the past thirteen 
Octobers, only a couple were placid, with the majority showing changes 
of from 5 to 28 points in either direction. In ten of those years the 
prevailing direction in September carried through October. 

Many important indices register their annual highs in this month. 
Bank clearings, car loadings, bituminous coal and newsprint production 
are among them. From now until January railroad freight traffic de- 
clines. 

The peak in farm income is particularly outstanding. 


NOVEMBER 


As the year grows old wide market swings show a tendency to con- 
tinue, but over the span of thirteen years cancel themselves in the 
average. 

Automobile production steps up sharply. Motor issues are in the 
limelight. 

New financing practically equals the August low. 

Weakness in the oil price structure is in the offing; gasoline consump- 
tion is in its third month of decline, with three more to come. 

As the season of doubts over oil prices and inventories comes nearer, 
the group tends to drag behind the market. Trading commitments for 
a three-month swing are apt to be profitable. 


DECEMBER 


The stock market hovers around its low for the year during the last 
Tax selling and an air of suspended plans 
Movements are likely to be short and inconclusive. 


three weeks of December. 
are in evidence. 

Retail trade makes the most of its big opportunity, and even in a 
poor year sales expand in big seasonal burst. 

Inventories in many lines are being worked down, not only to improve 
the cash position for year-end balance sheets, but also to simplify the 
task of stock-taking. 
operations are at their lowest point of the year. 


Buying dries up; freight shipments drop; steel 


Nevertheless, bank clearings are good, and railroads place a rela- 
tively large number of orders for new equipment. 
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Foster Wheeler 


Turns the Corner 


Large Earnings Appear in Prospect as Rearmament and 


Industrial Demand Broadens 


BY C. L. WHITSON 


as in November a controversy broke out over 
naval boiler installations that made the first page of the 
newspapers. It had some bearing on Foster Wheeler, 
for, as one of the two principal designers and manufac- 
turers of marine boilers, normally about half of their 
gross sales are steam plant equipment, the remainder 
being oil refining equipment and tubing. 

The bone of contention in the Navy is high steam pres- 
sures and temperatures, and, although the argument has 
simmered down to a discussion, it is 


article itself. Foster Wheeler is the low bidder on at 
least one of the new battleship installations. 

Naval business faces the 10 per cent profit limitation 
but there is also a sharp increase in mercantile shipbuild- 
ing. There are now, altogether, 162 vessels building or 
awarded, totaling 590,000 tons. Through Federal loans 
arranged by the Maritime Commission and Government 
subsidies shipbuilding has been given a powerful impetus 
and the Commission has announced a policy of building 

at least fifty ships a year for ten 





still going on. For a while admirals 
and captains were being shifted 
about to keep the peace. 

The Germans have been using 
steam pressures around 1,000 pounds, 
and although stationary or shore 
plants carry as high as 1,800 pounds, 
it is only in recent years that Ameri- 
can shipbuilders have gone above 
600. The advantage gained is greater 
cruising radius and a saving of space. 
Cruisers and destroyers operating 
under the higher pressures and tem- 
peratures have only been in commis- 
sion a year or two and some of them 
have developed faults. Consequently 
a number of high naval officers ques- 
tion their ability to stand up, but 
there is no doubt that the trend is 
towards higher pressures. All three 


Utility expansion 


mand 


Salient Factors Benefiting 
Foster Wheeler 


Marked rise in shipbuilding 


World rearmament 


Lower cost of materials 

General business improvement 
Higher backlog of orders 

Steady oil refining equipment de- 


Tendency to modernize power plants 
Defense duplication of utility plants 
Only three big companies in field 


years in order to replace obsolete 


tonnage. 
Besides being a beneficiary of re- 
armament through — shipbuilding, 


Foster Wheeler can profit in another 
direction. The National Defence 
Power Committee announced in late 
October that the major utilities 
would begin a power duplication 
program as a defense measure, the 
original step consisting of an in- 
crease of 1,000,000 kilowatts and an 
initial outlay of $250,000,000. If a 
“war time” basis of power prepared- 
ness was reached one billion dollars 
would need to be spent. So far, no 
contracts have been let, the utilities 
preferring equity financing to R FC 
loans, and the utility market with 
TVA hearings in the headlines has 





of the new battleships and the two 
building in Navy Yards are to have high pressure power 
plants. 

Although Babcock & Wilcox also build boilers and 
auxiliaries of any description, Foster Wheeler has a slight 
edge in that they have stressed higher pressure design 
and developed economizers that are better adapted to 
the higher temperatures. Quite often Foster Wheeler 
economizers are specified on installations of other makes 
of boilers. Incidentally, no one dealing with the Navy 
has a monopoly through patents for the plans are sold 
as well as the product and the Navy could build the 
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hardly been propitious. Neverthe- 

less, from industrial demand alone there is urgent need 
of utility expansion and sight must not be lost of that 
fact in considering a capital goods industry such as boil- 
ermaking. Stationary power plants are a substantial part 
of the business and industrial concerns are good custom- 
ers but the greatest potential market is to the utilities. 
Foster Wheeler is also an important manufacturer of 
oil refining equipment and its products are used all over 
the world. In 1935 oil refining equipment contributed 
$1,771,000 out of total sales of $5,914,000 and it has held 
up better than other lines all through the depression. 
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One of the reasons for greater 
stability is that depreciation is 
more rapid than is the case with 
power plant installations. The 
company also manufactures cop- 
per and brass tubing and pipes. 

Because its customers are 
usually large companies with 
high financial ratings the risk of 
losses on either receivables or 
inventories is very small. On the 
other hand, rising labor costs 
on longer term contracts have 
sometimes played havoc with en- 
yineer’s costs estimates but this 
has been corrected by clauses 
which allow the purchaser to 
carry part of the risk of rising 
wage scales. 

Foreign sales constitute an 
important part of the company’s 
gross business, plants being 
maintained in Canada, England, 
and France. None of these 
countries have exchange restric- 
tions but currencies fluctuate 
and occasional losses are incurred, though it may happen 
the other way around. It is well to remember that the 
French and British rearmament plans are far more ambi- 
tious than our own and that the company is in a position 
to benefit from world-wide rearmament. In the past, 
the bulk of the business has been in the United States. 

The Carteret, N. J., works consists of a copper and 
brass tube mill, machine shops, research laboratories, 
ete., on 25 acres of ground with deep-water rights. The 
other plant is at Dansville, N. Y. Besides boilers, vari- 
ous auxiliaries are manufactured such as condensers. 
evaporators, economizers, superheaters, pumps, waste 
heat boilers, and feed water heaters. Petroleum refining 
equipment and a wide variety of collateral apparatus 
are also manufactured. 

The markets and future prospects have been gone into 
rather thoroughly because a quick glance at earnings of 
the depression vears may give a dour-looking picture 
that fails to show potentialities or even probabilities. 
Orders are booked well ahead. Heavy industries are 
often confusing in that by buying stocks when reports 
are excellent one frequently “gets the top.” and that by 
buying them when the trend changes and earnings are 
still mediocre one is often in a position to reap the re- 
wards of fortitude. When Foster Wheeler earns three 
or four dollars a share it is usually the time to think 
about selling, business cycles 


3 








+ a 


Assembling a huge cracking tower for refining crude oil in the Foster Wheeler plant. 


or 


erty. Gross sales almost doubled from 1935 to 1937 and 
in the latter year operations were at near capacity yet 
black ink barely prevailed. For the first six months of 
1938, net was $77,214, equal to 7 cents on the common 
and unfilled orders as of June 30, climbed to $11,184,201 
and have increased further since. signs that the trend 
has changed. 

For one more view through dark colored glasses we 
might note that last year’s profitless prosperity under 
near capacity operations also seriously cut working capi- 
tal. Current assets to current liabilities were roughly 
61% to 1 in 1936 and only 3 to 1 in 19387. Among current 
liabilities are $1,400,000 of notes payable to banks, as 
of December 30. 1937, one reason for the percentage shift. 
Equity financing was projected in 1937 but withdrawn 
when the market dropped in September. Cash was 
$787,234 at the end of 1987 against $499,668 the year 
previous but there is little doubt that new capital would 
be welcome. 

From such a record one might conclude that the stock 
was a sale rather than a purchase; but probability is that 
a common stock purchaser today is buying into the com- 
pany at the beginning of a long sustained improvement 

The capital structure is very simple. There is no 
funded debt and only 16,728 shares of no par preferred 


ahead of 258,180 shares of (Please turn to page 343 





being what they are, and New 
Deal economic theories as_ to 
their check and flow notwith- 
standing. 


Comparative Statistics of Foster Wheeler 





As can be seen by reference a Gross Sales Net ~——a 
to the accompanying table, Fos- 1938 295/, cer $77,214¢ $11,184,201¢ 
ter Wheeler lost money in every 1937 54% 11% 10,553,000 52,001 10,492,000 
depression year save 1937. In 1936 45Ye 241/g 8,838,000 353,348d 7,886,000 
that vear net was $52,000 but sas Aaa 7” 9% lanai ee a 
before a loss of $153,000 on Se = ae 
the sale of a Cleveland prop- 

DECEMBER 31, 1938 311 














BY E. 


Happy New Year for business in its relations with Gov- 
ernment will be theme of most official utterances from 
Washington, giving impression that prosperity is in sight, 
that spirit of good will and cooperation is abroad in the 
land, that Government wants to help business. This 
will be true in a relative sense, true compared with recent 
years. The help business will get from Government will 
be largely in the form of a cessation of attack. The 
Administration has not gone conservative: it is just not 
so far to the left of center. 


Third party of national importance in 1940 is highly 
improbable. Roosevelt is currently giving it no encour- 
agement and its potential god-fathers realize election 
laws and practical politics work against it. Farmer- 
Labor and Wisconsin Progressive parties were almost 
ruined in last election. Farm groups and organized labor 
are growing apart instead of together. LaFollette’s 
“National Progressives” is entirely a one-man outfit com- 
pletely lacking in outside support. Liberals realize third 
party would mainly draw strength from Democrats, giv- 
ing Republicans easy victory. 





WASHINGTON SEES— 


Third party and third term proposals dying 


out. 
Conciliatory utility policy under attack. 
Leftists fight to keep departments liberal. 
Money tinkering losing favor. 
Social insurance legislation to be cautious. 
Foreign Loans and Credits Gain Favor. 
Patent law revision in prospect. 
T NEC interested in preserving competition. 


Farm program revision under way behind 


scenes. 





Third term prospect for Roosevelt declines as talk about 
it increases. There is excellent ground for believing 
Roosevelt is tiring of the man-killing White House job 
now that the glamour is gone and sledding is tougher, 
and that he will prefer to retire unless he is genuinely 
drafted and given an unmistakable mandate to continue 
the fight for liberalism as he sees it. But to say so pub- 
licly now would impair his influence, so he will maintain 
the possibility of a third term for its nuisance value. 


Six-year term for Presidents, with no re-election, may 
be pushed as Constitutional amendment with tacit 
Administration approval as alternative to Congressional 
expression against third terms which would be a per- 
sonal slap at Roosevelt. 


Holding company policy of S E C is being criticized by 
radical inner New Deal circle which thinks utilities are 
being treated too considerately and death sentence law 
being nullified. Dominant factor in SEC is resisting 
this pressure. Several W P A power division officials are 
being shifted to SE C in hopes of counteracting alleged 
conservative trend and infusing public-ownership fervor. 


SEC personnel changes may be a tip-off on attempts 
to head off conservative tendencies in administrative 
agencies. Former Representative Eicher of Iowa, ap- 
pointed to SEC as reward for leading unsuccessful at- 
tempt at Iowa purge, has been stamped as a radical and 
may not be confirmed by Senate. Extreme New Dealers 
are believed to want a considerable shake-up in SEC, 
but the moderates are on guard against this. Situation 
to} 
in FEC is somewhat similar. 


Monetary tinkering as a prosperity panacea has lost 
much favor in all important quarters. Silverites still seek 
their special favors, continuation of the President’s dol- 
lar revaluation powers will be sought as a lever over 
foreign exchange, Townsendites advocate their inflation- 
ary pension scheme, and some voices are still raised for 
a commodity dollar, but there is little real interest in 
credit and currency manipulation to stimulate business 
activity. 


TNEC continues to exhibit great (but still friendly) 
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differences of opinion among tts members, and course of 
monopoly investigation is not yet predictable. Congres- 
sional members, however, seem somewhat impatient at 
apparent attempt of Department investigators to exam- 
ine Witnesses as in criminal proceedings, former being 
more interested in the general picture than details of 
corporation actions. Many seize every opportunity to 
insist they prefer more competition to the alternative of 
Government regulation. Next subjects up probably will 
be reduction of competition through purchase of com- 
petitors, and investment policies of insurance companies. 


Wallace vs. Hull friction which has been growing for 
some time is coming out into open. Wallace damned 
with faint praise the British and 
Canadian trade agreements, forc- 
ing State Department to send 
speakers to farm belt to coun- 
teract antagonism. This is partly 
because Wallace is running for 
President and is jealous of Hull’s 
popularity and success of his pro- 
gram contrasted with AAA fail- 
ures; partly because Hull firmly 
opposes agricultural export subsi- 
dies, partly because Wallace inter- 
prets November elections as grow- 
ing mid-west hostility to trade 
agreements program which may be 
a big 1940 issue. 


Foreign loans and export credits 
are again in favor with Adminis- 
tration, but through or under su- 
pervision of Government agencies. 
But purpose is not so much to sus- 
tain high level of domestic business 
activity, as was true in the ’20’s, as 
for international political reasons 
—to show fight to the dictator na- 
tions and woo potential customers 
away from them more for future 
trade prospects. The China loan 
designed to be an unmistakable 
Japan. 
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Mexican relations will be forced to a show-down when 
echoes of Lima conference have died away. State De- 
partment will demand compensation for oil and other 
investors on theory that continental solidarity and de- 
velopment of resources requires safety of investments, 
and that Mexico’s actions are playing into hands of anti- 
democratic nations which have designs on this hemi- 
sphere. A stiffer policy of protecting United States 
investments will be made to appear a corollary of the 
good neighbor policy and will be indirectly aimed at 
other Latin American nations. 


Japanese shipping investigation by Maritime Commis- 
sion has international significance in that it is aimed to 
expose and stop, where possible, the aggressive and ruth- 
less tactics of the Japanese in attempting to get more 
foreign business of all kinds, particularly in South Amer- 
ican trade. 
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Rep. Eicher of lowa, new appointce to S E C 


State legislatures will be more important to business 
than Congress during next three months, since 44 meet 
in January and most agendas include bills for regulation 
of food and drugs, labor relations, working conditions. 
finance, merchandising, and many other phases of busi- 
ness, as well as taxation. 


State wage-hour legislation is not expected to be 
adopted generally in spite of strenuous efforts of Depart- 
ment of Labor. States want to observe workings and 
constitutionality of Federal law, don’t want to assume 
expense of policing their own wage-hour laws, and par- 
ticularly they don’t want to destroy any advantages 
their local industries may have in competing with 
interstate concerns by reason of 
being exempt from Federal law. 


Chain store tax will not be passed. 
Chains are conducting intelligent 
campaign to enlist support of con- 
sumers, labor, co-operative farm 
marketers. Bill's author, Repre- 
sentative Patman, has been schem- 
ing to get on ways and means com- 
mittee, but House leaders don't 
want him there and_ suspicion 
(whether justified or not) that he 
was tied up with McKesson & Rob- 
bins will be used against both him 
and his bill. 


Anti-business views are still held 
by many of Roosevelt’s close ad- 
visers who distrust business as 
much as business distrusts them. 
They are doing everything possible 
to keep F. D. R. and the New Deal 
on a left tack inwardly, whatever 
may be the public expressions of 
moderation. They are particularly 
working to get pronounced liberals 
in key policy posts, and to reorganize and shift duties 
in administrative agencies to crowd conservative outfits 
into the background. They particularly distrust so- 
called independent commissions, feeling that all quasi- 
legislative bodies should be under close executive control: 
this, of course. was object of reorganization bill, but this 
inner circle is going as far as possible without legislation. 


Relief program revision probably will be dictated by 
House appropriation committee when first request is 
made for another lump sum. Party line-up on com- 
mittee is expected to be 14 Republicans and 21 Demo- 
crats, Which means that four dissatisfied Democrats will 
hold the balance of power and can require complete 
change in relief set-up and refuse to grant lump-sum 
funds. The House rarely upsets its appropriations 
committee, and, oddly, relief is one of the few subjects 
not assigned to some other committee for substantive 
legislation as the basis for appropriations, so this com- 
mittee has complete power. But if the House doesn’t 
revise relief, the Senate will. To the extent that the issue 
remains in polities, it will be Congressional polities rather 
than White House polities. 
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As the Trader Sees Today's Market 


Bank Loan Barometer— 


Business-Market Ratio 


BY FREDERICK K. DODGE 


- business depression intensifies the search for 
statistical methods by which the economic storm could 
have been forecast. The remarkably fast 1937-1938 de- 
pression tested many forecasting devices and found them 
wanting either in inherent value or human application— 
more often the latter. And it set students of market and 
business trends busily to work re-examining other indi- 
eators which might have worked to perfection—if prop- 
erly interpreted. 

There are scores of statistical relationships, guides and 
“gadgets” in use among traders and professional analysts 
of business and market prospects. The danger of ac- 
cepting any one of these as “sure fire” under any and all 
conditions is probably as great as the danger of ignoring 
all. Many is the mechanical forecasting device which 
has functioned perfectly just long enough to build its 
cock-sure user up for a terrific let-down! None is a sub- 
stitute for judgment, but some are very useful aids in 
formulating an intelligent opinion. 

In these pages a fortnight ago we commented on the 
Blast Furnace Theory, once highly respected as a statis- 
tical barometer and very useful for a long period prior 
to the middle "Twenties. Herewith we present the Bank 
Debits-Commercial Loan Ratio, which has the merit of 
having correctly forecast the 1920-1921 and the 1937- 
1938 depressions, and which had a logical relationship to 
the primary economic causes of those particular depres- 
sions. Briefly stated, the theory is as follows: 

If production of goods importantly outruns consump- 
tion, an excess inventory problem is created which must 
be corrected by business depression or reaction. Com- 
mercial loans of reporting member banks are a rough— 
but sufficiently accurate—index of aggregate business in- 
ventories; and bank debits are the most complete index 
of the country’s total spending activity. If commercial 
loans rise faster than bank debits, production is exceed- 
ing consumption and inventory over-expansion is re- 
flected. 

Debits to individual accounts, as regularly reported by 
the Federal Reserve Board, give a much more inclusive 
picture of total bank check transactions than do the 
weekly reports of check clearings. For instance, a pay- 
roll check drawn on Bank A and cashed at Bank A would 
not appear in check clearings, but does appear in bank 
debits. 
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The ratio of bank debits to commercial loans from 
1919 to date is shown on the accompanying graph. as 
compared with the Federal Reserve Board index of in- 
dustrial production. Both lines are adjusted for seasonal 
variation, and because of the erratic nature of monthly 
fluctuations in bank debits a three-months moving av- 
erage is used for these figures. Moreover, debit statistics 
used are for 140 principal cities, exclusive of New York 
City, so that check transactions relating to security mar- 
kets are largely eliminated. 

As a matter of fact, this forecasting method worked 
better in late 1919 and again in 1937 than can be shown 
by our chart. Reserve Board commercial loan statistics 
were not published prior to December, 1919. Even so, 
the line showing ratio of debits to commercial loans can 
be seen to have declined sharply from the start of 1920 in 
advance of the business decline. There is enough avail- 
able data to suggest that the storm signal would prob- 
ably have been given a few weeks earlier had there been 
official figures upon which to base a three-months mov- 
ing average of debits in ratio to loans. Again, the Re- 
serve Board production index appears faulty in showing 
a top in December, 1936—probably due to inadequate 
allowance for change in the seasonal pattern of the motor 
industry following November introduction of new models 
—whereas the majority of other adjusted business in- 
dexes show the business top to have come in the summer 
of 1937. Certainly, the levelling off of the debits-loans 
ratio line and its sharp decline early in 1937 proved to 
have forecast serious business depression well in advance 
of the event. 

It will be observed that in 1929 the debits-loans ratio 
line topped out after business activity had passed its 
crest. Obviously, therefore, it is not a statistical device 
by which any and every depression can be forecast. On 
the contrary, it appears to be useful only in relation to 
depressions in which excessive inventory expansion has 
been a primary cause of maladjustment. Human nature 
being what it is—and the lessons of the last preceding 
depression usually being remembered—the next depres- 
sion probably will not have much relationship to the in- 
ventory factor. In no event can the ratio line be used 
as a short-term or intermediate trading device. Gen- 
erally speaking, however, it might be reasoned that the 
business position is basically sound as long as the ratio 
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ot bank debits to commercial loans rises in step with 
business activity—provided the financial factors are not 
vulnerable. The latter qualification must, obviously, be 
made. For instance, the debits-loans ratio was in fairly 
close step with business activity throughout the most 
speculative phase of the 1924-1929 bull market. The 
crack-up was mainly the explosion of a speculative credit 
bubble. 


The Business-Market Ratio 


In the October 8 issue of THe MaGazine or WALL 
STREET there was charted a market-business ratio which 
this publication devised and which attracted much inter- 
est. Without repeating this data at the present time, it 
may nevertheless be interesting to examine the relation- 
ship of the stock market to business activity from a 
somewhat different point of view and from a longer per- 
spective. It need hardly be said that with our weekly 
index of 330 stocks back to the level of mid-July, as this 
is written, the market is lagging behind business at pres- 
ent—but what of the long term relationship? 

For example, in the good business year 1926 the highest 
point reached by the Dow-Jones industrial average was 
166.64, which was attained in August. The low for the 
same year was 135.20 and the mid-way point between high 
and low was, therefore, 141.44. During the first half of 
1926 the average monthly closing high in the industrial 
average was 152.92 or very close to where the same index 
has been in recent trading, and during the second half 
of 1926 the average monthly high was 162.04 or only a 
bit above the highest point reached on the election rally 


in November. We are presented with a somewhat pro- 
vocative question: to wit, are stocks worth about as 
much now as they were in 1926? 

As measured by the Reserve Board index of pro- 
duction, business activity in 1926 averaged 108 per cent 
of the 1923-1925 level, the lowest monthly index being 
105 and the highest 111. At present the comparable in- 
dex probably stands just a point or two above 100, which 
was the official figure for November. If allowance be 
made for growth of population, however, we stand today 
at least 12 per cent under the average business level of 
1926. In average current earning power of corporations 
we are now far under the 1926 level. In most capital 
goods industries, present volume and profits are acutely 
depressed, as compared with 1926. In new capital se- 
curity flotations and other measures of the flow of pri- 
vate capital into productive long term investment. we 
are also far under 1926. 

On the other side of the picture, interest rates, as re- 
flected in low vield of highest grade long term bonds are 
around one-third lower than in 1926. Other things 
equal—which they seldom are—stocks in relation to pre- 
vailing interest rates should be worth one-third more 
than they were in 1926. 

In the final analysis, however, the question of whether 
industrial stocks today are really worth about what they 
were in 1926 defies statistical answer. There are some 
important intangibles involved. While margin loans 
show less speculative activity than in the "Twenties, it 
can hardly be doubted that investors and speculative- 
investors are more common-stock-minded today than 
they were in 1936 or perhaps (Please turn to page 344) 
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Is sterling headed for another slump, 


and if so, to what extent is the decline 


likely to go without affecting the dollar? 


The Changing British Position 


BY DR. MAX WINKLER 


a a high of more than $5.03 to the pound early in 
1938, exchange on London declined to a Jow for the year 
of $4.61, from which level it recovered to approximately 
$4.68, where it has remained reasonably stable. In view 
of the important role which the pound plays in the 
realm of international economics and finance and the 
profound effects of fluctuations in the value of the pound 
upon America’s economic and financial structure, Amer- 
ican business will watch with keen interest future move- 
ments of the pound and its relation to the American 
dollar. 

What are the causes of the precipitous decline in the 
value of the pound in terms of American exchange? Has 
the Equalization Fund, established more than six years 
ago for the purpose of preventing wide fluctuations, 
ceased to function? Has the so-called Tripartite Agree- 
ment, an understanding arrived at by the three great 
democracies — the United States, Great Britain and 
France — designed to protect the respective currencies 
against both sharp setbacks and marked advances. 
proved of no avail when a real emergency occurred? 
Is the pound headed for another slump and, if so, to what 
extent is the decline likely to go without seriously affect- 
ing the U. S. dollar? 

The answers to these questions are furnished by an 
analysis and interpretation of two categories of factors: 
economic and political. To begin with, the setback in 
the pound from the high level established early in the 
year is not very difficult to explain on the basis of avail- 
able economic and financial considerations, as well as on 
the basis of international conditions: British exports, 
especially of manufactured products, have displayed 
distinctly downward trend. The Sino-Japanese conflict 
has affected adversely British commerce with the Far 
East, notably China, where Great Britain's stake is very 
substantial, with the result that the income on the coun- 
try’s investments underwent a serious shrinkage. The 
recession in the United States which set in during the 
second half of 1937 has also tended appreciably to aggra- 
vate an already strained situation in Great Britain. 
Reduced overseas commerce found reflection in the de- 
cline in British shipping and a reduction in the income 
derived therefrom. Maintenance of relatively high wages 
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rendered it difficult for many branches of Britain's indus- 
tries successfully to compete abroad. The setback 1 

the price of primary commodities tended to reduce the 
purchasing power of many of the nation’s customers, 
while barter and compensation agreements which some 
of the so-called totalitarian countries, notably Ger- 
many, have concluded with many of Great Britain’s 
customers have been responsible for defaults and 
suspension of payment of interest and dividends 
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on a considerable portion of British investments abroad. 

One of the most plausible reasons for the decline in 
the pound was the over-valuation in terms of dollars, 
which made the so-called sterling countries unfavorable 
places for foreigners to buy in and favorable places in 
which to sell. Thus, the decline may in a way be re- 
garded as corrective and it appears that even at a level 
of about $4.70, the pound still possesses certain dis- 
advantages compared with the dollar. In other words, 
a further decline in the value of the pound could occur 
without rendering it necessary for the dollar to undergo 
any changes. While it may be difficult to state with 
mathematical precision what figure constitutes a more 
truly representative relation between the dollar and the 
pound, a figure lying somewhere between $4.55 and $4.75 
may not seem unreasonable. 

Much is heard about the huge federal debt of the 
United States and the great danger to the credit stand- 
ing of the American nation. The English, who have far 
greater reason to be apprehensive over the credit stand- 
ing of their nation, are far more phlegmatic than we are. 
At the beginning of October of this vear, Great Britain’s 
national indebtedness stood at £8.323.000.000, almost 
thirteen times the pre-war figure of £650,000,000. 
Neither the resources of the nation nor the income of 
the British people has increased proportionately. Com- 
menting on these figures, one of Great Britain’s lead- 
ing financial institutions calls attention to the fact “that 
any further increase in national debt charges (for 
1937-38 they are placed at £216,000,000 compared with 
£24,500,000 for 1913-14) can be borne only by a depres- 
sion of the standard of living or by a reduction in new 
investments which, in the long run, have a similar effect,” 
adding that “the process may not be fully visible at any 
given time because it may be offset by rising industrial 
efficiency, which increases productivity per unit of capi- 
tal.” It is not unlikely that the realization of so gigantic 
a debt without a corresponding increase in the nation’s 
assets or income may be responsible for the sale of 
sterling and the employment of the proceeds in the acqui- 
sition of investments in the United States. According 
to reliable estimates, Great Britain’s net stake in this 
country is in excess of one billion dollars. Parenthetically, 
the British investor apparently has more respect for and 
greater faith in the dollar than the American investor. 
The average British investor, as a rule, is a better judge 
and chooses his investments with more care and intelli- 
gence than the average American investor. 

The transfer of foreign owned funds out of sterling 
into dollars assumed especially large proportions during 
the recent crisis incident upon the threat of war over the 
Sudeten part of Czechoslovakia. While a very small 
number of British statesmen and financiers may not have 
expected the actual outbreak of hostilities over the 
German-Czechoslovak controversy, the bulk of the Eng- 
lish people and, one may assume, people elsewhere as 
well, believed war was imminent. Sterling and sterling 
securities were offered rather freely and proceeds changed 
into dollars. The decline might have gone further had it 
not been for the active intervention by the so-called 
Exchange Equalization Fund, which is estimated to have 
lost during the period April-September a total of £180,- 
000,000 gold. It will be recalled that the Fund, which 
still possesses assets of well over half a billion pounds, 
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The famous "Big Ben,"" London, England. 


can intervene directly in the foreign exchange market, 
that is through the purchase and sale of exchange, or it 
may act indirectly through the intermediary of the gold 
market. It is only during relatively abnormal periods 
that the direct method is employed. Under ordinary 
circumstances, the free offer of dollars in the foreign 
exchange market would in all likelihood create an un- 
favorable impression for the pound. 

To what extent the Tripartite Agreement has played a 
part in attempting to arrest the downward trend of the 
pound is not known, although it is reasonable to assume 
that the two nations who are signatories to the Pact 
would not have allowed the rate to descend so sharply if 
they had not recognized that the previous rate consti- 
tuted an over-valuation of the pound. The Agreement. 
vague though its provisions may be, apparently is still 
functioning and it is more than likely that more active 
intervention will occur as soon as the authorities of both 
countries will alter their views. 

In certain quarters it has been intimated that the re- 
cently concluded Anglo-American Trade Treaty contains 
provisions concerning the relation between the pound 
and the dollar and an eventual stabilization of the two 
exchanges. It is safe to assert that all the details con- 
tained in the Pact have been made public. There are no 
currency provisions of any kind outside of whatever 
steps may be contemplated under certain conditions un- 
der the terms of the Tripartite Agreement. The trade 
treaty has been hailed as one of the most constructive 
steps taken by the two governments in recent years. 
From the point of view of prac- (Please turn to page 344) 
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7 Bullard Company 

TTTTTTH . 
BULLARD Bullard Company is ranked 
wad IL J|f as one of the foremost manu- 
4 | | facturers of automatic ma- 
& oa | | jit!) ||| chine tools and vertical turret 
4 | | i lathes. The company has been 
& | | | credited with developing some 
'SHMULT TTT Af oof the most efficient machine 
tools used by automobile 
\OSFMAMAJASOND | manufacturers, aircraft build- 
ers, railroads and _ railroad 


equipment manufacturers. 

New plant construction, rearmament and_ national 
defense plans foreshadow a substantially increased de- 
mand for machine tools. It has been estimated that the 
percentage of obsolescent machine tools in government 
arsenals exceeds 65 per cent. Most of the leading tool 
manufacturers have for some months been booking large 
foreign orders for new equipment, of which undoubtedly 
much is being used in the manufacture of armaments. 
This foreign business has rendered timely aid to the 
industry in enabling it to offset the deficiency in do- 
mestic orders. Potentially, not only does the machine 
tool industry stand to receive an increasing volume of 
rearmament orders, but industrial orders should likewise 
increase proportionately with a gain in general business. 
The percentage of obsolescence in industrial equipment 
is nearly as great as that in arsenals, etc. Domestic 
machine tool business has recently shown encouraging 
improvement and domestic bookings in November were 
the largest for any month in 1938. 

In 1937 Bullard reported a net profit of $879,118, com- 
pared with $691,701 in 1936 and about $294,000 in 1935. 
After payment of a surtax of $49,630 on undistributed 
profits, earnings applicable to the 276,000 shares of capi- 
tal stock, which comprise the entire capitalization, were 
equal to $3.19 per share in 1937. Net in 1936 was equal 
to $2.50 a share. In the first six months of the current 
year, the company reported net profits of $101,217, equal 
to 36 cents per share, and comparing with $466,870 or 
$1.69 a share in the corresponding months of 1937. 
Mainly responsible for the current decline in earnings 
was the dearth of domestic orders. The company’s bal- 
ance sheet at the end of 1937 revealed a comfortable 
financial position. Current assets, including $311,523 
cash, amounted to $1,685,889 and current liabilities 


were $259,168. Net working capital was $1,426,721. 

Last March the company paid a dividend of 25 cents 
a share but no further declarations have since been made. 

Recently quoted around 25, the company’s shares show 
nearly one hundred per cent recovery from their 1938 
low of 1314. The shares, however, are still substantially 
under the 1937 high of 4514 and if the anticipated im- 
provement in sales and earnings materializes over the 
next six months, the shares would be in line for further 
appreciation in value. This prospect appears to be suffi- 
ciently assured to lend a good measure of speculative 
attraction to the issue. 








| Lone Star Cement Corp. 





| Lone Star Cement is the 
largest independent unit in 
Py dy piQiaie| the cement industry, having 
it i | | an annual capacity of approxi- 
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Ly] | | mately 24,000,000 barrels. 
Notwithstanding the fact that 
the cement industry has fre- 
quently suffered from exces- 
sive productive capacity and 
competitive problems arising 
from heavy shipments of for- 
eign cement sold at lower prices along the At- 
lantic seaboard, Lone Star’s record has been decidedly 
better than that shown by the industry as a whole. The 
company’s achievement in this respect reflects, in a large 
measure, such fundamental factors as a well entrenched 
competitive position and low production costs. Because 
cement is cheap and heavy, the cost of transporting it 
from mill to consumer is a matter of major importance. 
Possibly no other product of general use at the delivered 
price represents as much freight as in the case of cement. 
For this reason a successful manufacturer must operate as 
many plants as possible, and place them as close to large 
consuming territories as the source of raw materials will 
permit and in this way save as much freight as possible. 
The broad geographical diversification of Lone Star’s 
plants gives the company a major competitive advantage 
and has mitigated the effects of sectional adversities. 
In addition to domestic plants, the company also has 
plants in Cuba, Argentina, Uruguay and Brazil. Foreign 
plants have been particularly profitable. 
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Capitalization of Lone Star Cement consists solely of 
962,228 shares of capital stock. The strong financial 
position is a characteristic feature and at the end of 
1937 current assets of $11,100,000, of which $4.600.000 
was in the form of cash, compared with current liabilities 
of only $1,800,000. 

While roads, bridges, tunnels, dams and other public 
projects account for an important portion of cement con- 
sumption, the industry, nevertheless, remains closely 
geared to activity in private business and. of course, 
more especially to activity in private construction. 
Steady improvement in the company’s profits was regis- 
tered between 1932 and 1937. In the latter year, net 
profit of $4,079,825 was equivalent to $4.17 a share for 
the capital stock, and in 1936 net was equal to $2.99 a 
share. This year, although earnings have declined, the 
company’s showing has been much better than might 
otherwise have been expected in the face of the severe 
sump experienced by general business in the first six 
months. For the nine months ended September 30, last, 
Lone Star reported net profit of $2,328,956, equal to 
$2.42 a share, comparing with $3,130,627 or $3.24 a share 
in the same period a year ago. In the full 1938 year, 
earnings will probably be in the neighborhood of $3.50 
a share. Dividends have been paid at the rate of 75 
cents a share quarterly. 

With the company virtually assured of further expan- 
sion in the consumption of cement, in conformance with 
the rising tide of building and construction activity in 
1939, the shares invite favorable consideration both for 
income and price appreciation. Recent levels around 59 
compared with a current high of 6314 and a 1937 high 
of 7514. 
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ucts, including boxboards, 
cartons and shipping con- 


lamers and an extensive assortment of glass products. 
such as bottles, ete. These products are distributed on a 
ational scale, but the larger portion of the company’s 
sales are made on the Pacific Coast. 

The nature of the company’s activities is such that 
sales from year to year tend to respond to the general 
evel of industrial activity and to building and construc- 
tion. However, the company, favored by a modest capi- 
talization, has an unusually good record of earnings to 
its credit. Even in 1932, when general business was at 
an extremely low ebb, Paraffine Companies was able to 
show a profit, net in that year of $406,694 having been 
equal to 85 cents a share on 476,031 shares of common 
stock then outstanding. The following year, 1933, profits 
were off slightly to 83 cents a share, but in 1934 a sub- 
stantial gain was shown and net of $2,018,120 was equal 
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to $4.24 a share. Again in 1935 net declined and per- 
share earnings in that year amounted to $3.10. In the 
fiscal year ended June 30, 1936, net income of $2,173,675 
was equal to $4.57 per share, followed by net of $2,608.- 
395 or $5.28 a share for the common stock after pre- 
ferred dividends in the 1937 fiscal period. Reflecting the 
sharp recession in general business in the last half of 1937 
and the first six months of the current year, net income 
for the fiscal year ended June 30, last, of $1,255,000 was 
equal to $2.44 a share for the common stock. 

Ahead of the company’s 476,062 shares of common 
stock are only 23,804 shares of 4 per cent preferred stock. 
The preferred shares are convertible into common, share 
for share. As of June 30, last, financial position was 
secure, current assets, including nearly $400,000 cash, 
amounting to $7,254,023, while current liabilities, includ- 
ing $400,000 bank notes payable, were $1,067,451. Dur- 
ing the current year the company has paid quarterly 
dividends of 50 cents a share on the common stock, while 
1937 payments were at the rate of $1 per share quarterly. 

Although the company has issued no recent reports, 
it is a reasonably safe assumption that sales and earnings 
have responded to the rising level of industrial activity 
over the past six months. Moreover, the marked spurt 
in residential construction has doubtless reacted in the 
company’s favor. Given the benefit of further sustained 
improvement, it is entirely conceivable that the com- 
pany’s earnings in the current fiscal year may exceed 
$4 a share for the common stock. On this basis, the 
shares would appear to represent reasonably sound in- 
vestment values at recent levels around 58-60. 
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GOODYEAR Goodyear Tire & Rubber 
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Goodyear Rubber  Planta- 
tions, substantial 
acreage of rubber land in Sumatra and the Philippines. 
Other subsidiaries are engaged in cotton growing and the 
manufacture of tire fabrics. About 75 per cent of the 
company’s normal business volume is contributed by 
tires and tubes, of which about 40 per cent is sold to 
automobile manufacturers for original equipment. 

The company’s past record has displayed the volatility 
characteristic of the rubber industry, reflecting chiefly 
the wide fluctuations in price of the principal raw ma- 
terial—erude rubber. In 1937, for example, notwith- 
standing the fact that sales increased about $30,000,000, 
profits dropped about $3,600,000 to $7,257,287, or the 
equivalent of $1.94 a share on the 2,059,061 shares of 
common stock. In the previous year, earnings were equal 
to $3.68 a share on the common. In 1937, however, the 
company was forced to write off $10,342,743 to adjust the 
value of its inventories to the severe slump in the price of 
crude rubber. 


controls 
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In the first six months of the current year, the com- 
pany reported net income of $1,669,828, comparing with 
$8,068,352 in the corresponding months a year ago. 
These comparative results were equal to 2 cents and 
$3.18 per share for the common stock, respectively. 
Results in the final six months, however, should register 
significant improvement and at the present time pros- 
pects for the rubber industry as a whole shape up in a 
very promising fashion. Crude rubber prices have re- 
covered to a point where large inventory write-offs 
in 1938 will not be necessary; demand for tires 
has expanded considerably, aided both by increased re- 
placement sales and substantially larger takings by the 
automobile industry; tire prices have been advanced on 
the average of 5 per cent, and with Goodyear heavily 
supplied with low cost inventories, higher prices should 
find substantial reflection in net income. It is also note- 
worthy that the company, with the recent completion of 
arrangements for the refunding of $52,365,500 5 per cent 
first and collateral trust bonds, will save approximately 
$1,000,000 annually in interest requirements. The 5 per 
cent bonds, which represent the company’s entire funded 
debt, will be refunded through the medium of $40,000,000 
31% per cent bonds, to be sold privately, and a $10,000.- 
000 five-year bank credit at about 214 per cent. 

Although frankly speculative, Goodyear common 
shares would appear to possess a sufficiently favorable 
background to suggest the possibility of profitable price 
appreciation over the months ahead. 
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it may well be one of 

leading large-scale participants. Crucible Steel 
of the foremost manufacturers of alloys and_ specialty 
steels, of which a considerable portion is utilized in the 
manufacture of high-speed machine tools. According to 
trade estimates, the percentage of obsolescence in ma- 
chine tools in government arsenals exceeds 65 per cent. 
In addition, Crucible Steel manufactures projectiles, gun 
forgings, as well as steel for propellers, turbines, shafts 
and deck plates, torpedo and gyroscope tubes, rifle bores, 
etc. Different types of the company’s specialty steels 
are utilized in the manufacture of aircraft engines, struc- 
tural parts and landing gears. Note only has the company 
supplied these various products to the U.S. Government, 
but, according to recent reports, has booked several siz- 
able orders from the French and British governments. 
In 1937, Crucible Steel’s gross sales increased $10,000,- 
000 to $59,679,895 and net income, after a tax of $241,247 
on undistributed profits, totaled $4,017,931, or the 
equivalent, after allowance for annual dividends on 
238,000 shares of 7 per cent preferred stock, to $5.21 per 
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Net in 1936 
was equal to $3.10 a share on the common stock. The 
severe slump in general business, and in the steel industry 
particularly, in the first six months of this year was 
responsible for the sharp decline in the company’s earn. 
ings. In this most recent period, the company reported 
a loss of $1,540,360, as compared with a profit of $3,099. 


share on 450,000 shares of common stock. 


797 in the first half of 1937. Since that time, however. 
the company’s business has picked up encouragingly and 
in November it was reported that the company’s opera- 
tions were running ahead of those for the steel industry 
as a whole. Financial position at the end of last Jun 
was satisfactory. Current assets, including nearly $2- 
500,000 cash, totaled $18,610,147, while current liabilities 
were less than $5,000,000. 

Regardless of the rearmament factor, anything ap- 
proaching normal recovery in Crucible Steel’s sales and 
earnings would justify higher levels for the common 
stock. While arrears of $30.25 per share on the 238,800 
shares of 7 per cent preferred stock preclude the possi 
bility of common dividends in the near future, the junio: 
issue may be credited with well defined speculativ: 
merit. Recent levels of around 39 compared with the 
1937 high of 818 
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receivables held by the com- 
pany, 58 per cent consisted 
of retail automobile liens, 10 
per cent wholesale automobik 
liens, 8 per cent textile factory and 24 per cent indus- 
trial liens. These percentages represent approximatel 
the relative importance of various phases of the com- 
pany’s activities. In 1936 Commercial Investment Trust 
acquired the National Surety Corp., engaged in under: 
writing fidelity and surety insurance. In addition t 
handling installment purchases of Ford automobiles 
since its acquisition of Universal Credit Corp., other 
motor accounts include Nash, Studebaker and _ several 
truck companies. The company also finances the pur 
chase of electric refrigerators and other types of house- 
hold equipment. Recently it was announced that th 
company would acquire the remaining 40,000 comma! 
shares of Universal Credit Corp., which it does not now 
hold, in exchange for 200,000 shares of Commercial In- 
vestment Trust common stock, $1,500,000 cash and op- 
tion of purchase an additional 50,000 shares of commot 
stock at $32 a share. 

Capitalization as of June 30, last, included $33,000,00! 
3 per cent debentures of 1946, $35,000,000 314 per cent 
debentures of 1951, 95,441 shares of $4.25 preference 
stock and 3,314,554 shares of common stock. Total assets 
amounted to $421,167,703, the bulk of which consisted of 
installment receivables totaling $292,049,446. 

Commercial Investment (Please turn to page 338) 
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The Investment Clinie 


Revising Investment Holdings 


Conducted by J. 


aus department has received a letter from a reader in 
which he presents an investment problem of such timely 
interest that we feel justified in alloting sufficient space 
in order to discuss it in some detail. Similar questions 
have deubtless concerned other investors at this time of 
the year when revisions come in for more scrious con- 
sideration, and in attempting to help this particular 
reader we are hopeful that others also will be enabled to 
rationalize their own problems. The letter follows: 

...1 think you'll agree with me that taking the list as 
a whole it probably could be a lot worse. I don’t believe 
any of the issues would be called “dogs.” The question 
in my mind, however, is whether this is the best type of 
list to hold at this stage of the business cycle. I incline 
toward the opinion that business in 1939 will be much 
better. If it is I assume that stock prices also will go 
higher. My own business experience, as well as my in- 
vestment experience, has shown me that while business 
may be good, it is never uniformly good so 


S. WILLIAMS 


dends are a secondary consideration (although it would 
appear that our reader recognizes that the ability of a 
company to pay dividends is something of a hallmark of 
quality), capital appreciation is the immediate objective. 

Confirmed by our investor’s own experience, it is true 
that business recovery from a prolonged period of de- 
pression is rarely uniform. The same also holds true of 
security prices, although in the latter instance it is likely 
to be more apparent in the secondary stages of a bull 
market. In the first stages in the reversal of the market 
from a downward to an upward trend, a considerab| 
majority of common stocks will record sizable gains. 
After that the market is likely to become much more 
selective. Apparently well aware of this pattern, this 
reader foresightedly seeks to anticipate this selectiv: 
period and revise his list in order to place greater empha- 
sis on those companies which appear to have the most 
to gain from this point on. 





far as this applies to industries and specific 
companies. I should like therefore to place 
greater emphasis in my list on those com- 
panies which appear to have better than aver- 


Present List 








age prospects for 1939. I have some ideas of Recent Divs. Paid Tota Annual 
é Issue Price 1938 Value Income 
my own but I wonder if you would care to  jo0 sh. cect be ye pte Prins paseeni 
make any suggestions? I have been a reader 499 shs, Paramount Pictures We ke. 1,950 
of Tue MaGazine oF WALL Street for some 400 shs. Standard Brands* 6 0.681% ‘ae en 
time and a number of issues in my list were 50 shs. St. Joseph Lead 44 1.00 2,200 50.00 
selected after reading your analyses. I might 50 shs. Caterpillar Tractor 46 2.00 2,300 100.00 
add that while I like issues which “pay off” 60 shs. General Motors* 50 1.50 3,000 90.00 
income from dividends it is not strictly neces- 25 shs. du Pont... .. 150 3.25 3,750 81.25 
sary. I have intentionally omitted the prices 100 General Cable - 160 eee 1,600 
which I paid for my holdings as I would not 40 ** Cluett, Peabody” = on —- 3408 
: ' 80 shs. Woolworth...... 50 2.40 4,000 192.00 
want your ideas influenced by them. Also I sie iieaeieeaidinin’ ‘a poe cans pi 
might add that the large block of Radio came 449 sh. Socony-Vacuum’ a ‘a ci pots 
to me as part of a legacy about a year ago...-. 50 shs. U.S. Rubber.. a 2500 hee 
Accompanying this discussion is printed 90 shs. Johns-Manville 105 0.50 2,100 10.00 
this reader’s list as submitted to us. 100 shs. Industrial Rayon* 25 2,500 
We agree that his portfolio of securities, 60 shs. General Refractoties* a 2,160 
taken as a whole, indicates a considered selec- _ 25 shs. Int'l Business Machine” 180 6.00(a) 4,500 150.00(e) 
tion of representative common stocks. Singu- — 100 shs. General Foods. . 38 2.00 3,800 200.00 
larly, the list includes neither public utility or 50-8. 4. weed : ro yore pe 
railroad stocks. Aside from the uncertainties, oa 7 meena - : - pe 
both political and operating, which dominate sis es 
the outlook for these two major industries, it Total $58,530 $1,649.75 
is presumed that our correspondent has a defi- —{ssues to be replaced. (2) Plus 5% in stock. }~-Contingent sale rec ded. See text, 
nite preference for industrial common stocks. 
It is also presumed that inasmuch as divi- 
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ucts, sold to both industry and direct con- 





Revised List 


Recent Divs. Paid Total 

Issue Price 1938 Value 

100 shs. Reynolds Tobacco ‘B” a4 $2.90 $4,400 
50 shs. St. Joseph Lead....... 44 1.00 2,200 
50 shs. Caterpillar Tractor..... 46 2.00 2,300 
50 shs. du Pont........ ; - 150 3.25 7,500 
100 shs. General Cable... 16 1,600 
80 shs. Woolworth....... 50 2.40 4,000 
50 shs, U.S. Rubber... .. 50 2,500 
20 shs. Johns-Manville. . 105 0.50 2,100 
100 shs. General Foods... . 38 2.00 3,800 
100 shs, General Electric. . 43 0.90 4,300 
300 shs. Radio Corp....... 8 2,400 
25 shs. Eastman Kodak (n) 181 6.00 4,525 
50 shs. United Aircraft (n) 40 1.25 2,000 
100 shs. Crucible Steel (n).... 41 4,100 
100 shs. Foster Wheeler (n)... 25 2,500 
100 shs. National Gypsum (n)........ = ; 15 1,500 
50 shs. Holland Furnace (n)... ey : 47 2.00 2,350 
45 shs. Inland Steel (n)...... 86 2.50 3,870 
Total $57,945 


(n)— New additions. 


sumers alike, together with the inherent 
possibilities in several new products developed 
in the company’s research department, make 
the issue one of the prime common stock 


Annua 

Income investments. 
$290.00 In furtherance of reader's desire to elimi- 
50.00 nate issues identified with industries which 
100.00 may be more or less static next year, we feel 
162.5 9 that the 40 shares of Cluett, Peabody, 30 
shares of Hazel-Atlas Glass and 100 shares of 
ne Socony-Vacuum can be replaced to better 
advantage. Fundamentally, we have no par- 
ticular fault to find with any of these com- 
_ panies. Earnings of Cluett, Peabody have 
200.00 shown some improvement recently; Hazel- 
90.00 Atlas Glass has a long record of profitable 
operations and liberal dividend payments but 
150.00 the company’s prospects over the next year 
62.50 do not appear to promise substantial gains 
from the current level of profits; Socony- 
Vacuum shares, from a speculative standpoint, 
are handicapped by the large amount of stock 
wane outstanding, 
While conceding that rayon manufacture is 

112.50 sate 
a growing industry, the 100 shares of Indus- 
$1,519.50 trial Rayon have been marked for sale. This 


issue is not without merit, but our reader al- 
ready has a stake in the rayon industry 





Such rotation of funds is in accordance with recog- 
nized investment principles. At the same time, it should 
be borne in mind that regardless of the care and reason 
employed in making a selection of companies likely to 
be substantially favored by developments three, six or 
nine months from now, events might conceivably inter- 
vene to adversely affect their prospect. Hence, revisions 
made on that basis at this time are essentially a specu- 
lative undertaking and subject to longer term risks. It is 
assumed, however, that any investor owning a prepon- 
derance of common stocks is thoroughly familiar with 
such risks. 

Getting to our reader’s list, the sale of ten issues and 
the contingent sale of a portion of another is recom- 
mended. Those issues which are to be eliminated entirely 
are indicated by an asterisk (*). 

The sale of 100 shares each of Paramount Pictures and 
Standard Brands is indicated because frankly our exami- 
nation of the affairs and prospects of these companies 
does not indicate that either issue is a desirable holding 
in a list in which the chief emphasis is given to capital 
appreciation. Difficulty in ironing out production prob- 
lems and reducing costs have restricted Paramount’s 
earnings, While Standard Brands has been compelled by 
competitive conditions to shave profit margins. 

Primarily because our reader also holds 25 shares of 
duPont, we have marked his 60 shares of General Motors 
for sale. With duPont owning roughly one share of Gen- 
eral Motors for each share of duPont common, in effect 
stockholders of the latter also have a sizable equity in 
General Motors. DuPont shares embody all of the 
dynamic features identified with the ever-growing chemi- 
cal industry and the company’s wide diversity of prod- 
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through his commitment in duPont. This will 
be further increased if he follows our later 
suggestion with respect to a portion of his Radio hold- 
ings. The same also holds true if the switch from Inter- 
national Business Machines to Eastman Kodak is made. 

In suggesting a switch from International Business 
Machines to Eastman Kodak we are not overlooking the 
fact that International Business Machines common stock 
is an excellent investment. The company’s conspicuous 
ability to show larger earnings during 1938 than in the 
previous year attests a remarkable stability of earning 
power. At the same time we are inclined toward the 
belief that Eastman Kodak shares, selling at about the 
same level as those of International Business Machines 
will show a greater percentage of price appreciation dur- 
ing the coming year. Both issues pay cash dividends of 
$6, while International Business Machines in 1937 also 
paid a 5 per cent stock dividend. Eastman Kodak, in 
addition to being the world’s largest manufacturer of 
cameras and photographic supplies, is becoming an in- 
creasingly important factor in the chemical and rayon 
industries. Taking Eastman’s several industrial fields as 
a whole, they would seem to offer greater possibilities 
for dynamic development than the more stable activities 
of International Business Machines. 

The activities of General Refractories are directly re- 
lated to those of the steel industry and demand for 
refractory materials may be expected to reflect rising 
steel production. The shares are not without speculative 
promise but we rather feel that the interests of our reader 
will be more profitably served by a direct commitment 
in the steel industry, particularly as he holds no steel 
issues at the present time. 

While it is a safe assumption that the New York 
World’s Fair will impart considerable impetus to retail 
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trade in New York City and R. H. Macy oc- 
cupies a strongly entrenched competitive posi- 
tion in the New York territory, the company’s 
profit margins have been adversely affeeted 
by increased costs and the difficulty of absorb- 


Preferred Stocks for Income 


Recent Call Yield 
ing these costs in increased prices has resulted Issue Price Peles % 
in cutting earnings despite larger sales in the Bethlehem Steel $1 18 20 5.5 
last fiscal year. Some improvement is likely Firestone Tire & Rubber 6%...... 98 105 6.1 
over the coming months but as a speculative Food Machinery 414%...........-. 106 107% 4.2 
proposition, such issues as United Aircraft or a 64 100 5.4 
Crucible Steel would seem to offer greater Skelly Oil 6%........ . % 103 6.2 
— Consolidated Edison 5% 102 105 4.9 

Both in actual shares and dollar value the 
: : 2 f : : ‘ Armour & Co. Del. 7%. . ? 103 110 6.8 

commitment in Radio Corp. is disproportion- 
ately large. Some allowance, however, must ee... pias 7 - ney 
be made for the fact that this holding was a CoRR NINNE EY. - - . = _ - 
legacy. Aside from the possibility that market Valle Wetee Asean, OF 4947 . : ™ ™ = 
enthusiasm over the imminent possibility of Westvaco Chlorine $11... 3 - “ 
television may carry the shares to higher lev- Twentieth:Century-Fox $11/2.. 34 35 “a 
els, we look upon Radio as primarily a long Hiram, Walker-G. & W $1 19 20 5.1 


term speculation. Not necessarily as a matter 
of diversification, but because our reader has 





nearly 10 per cent of his total investment capi- 

tal tied up in an issue, the market possibilities of which 
over the coming months are at least open to debate, it 
would seem advisable to scale this commitment down to 
300 shares. The proceeds from the sale of 460 shares could 
be used to purchase an additional 25 shares of duPont. 


Of the issues left undisturbed, we have allowed 
some compromise to guide our choice. Such com- 


mitments as Reynolds Tobacco “B,” Woolworth and 
General Foods could undoubtedly be replaced by issues 
embodying more volatile speculative factors. These 
issues, however, in addition to yielding a fairly generous 
dividend return might also be expected to record a fair 
percentage of price appreciation in step with any im- 
provement in general business. Moreover, we feel that 
it would be unwise to remove all of the more stable type 
of common stocks from the list. 

With prospects more hopeful for increasing demand 
for non-ferrous metals, coupled with the strong statisti- 
cal position of lead, we are advocating retention of St. 
Joseph Lead. While any considerable improvement in 
private tractor sales may be deferred pending a reversal 
in the recent downward trend of farm purchasing power, 
Caterpillar Tractor, as the nation’s largest manufacturer 
of diesel engines appears in line to benefit as a result of 
the proposed mechanization of the Army. On the specu- 
lative prospect of increased utility and industrial con- 
struction, General Cable appears to have interesting 
possibilities among low priced issues. Larger volume of 
utility construction and the huge shipbuilding program 
enhances the prospects for Foster Wheeler. General 
Electric would likewise be a substantial participant in 
any utility program, and also promises to benefit through 
building construction and rearmament activities. The 
sustained vigor displayed by building construction, par- 
ticularly in the residential field, will inevitably redound 
to the benefit of Johns-Manville. The affairs of U. S. 
Rubber have improved to a point where the resumption 
of common dividends in the not distant future is a dis- 
tinct possibility. This prospect is further supported by 
the steadily improving statistical position of not only 
crude rubber but finished rubber goods as well. Replace- 
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ment demand is becoming more active and the automo- 
bile manufacturers appear likely to enlarge appreciably 
their current takings. 

Of the issues suggested to replace those sold, it will be 
noted that two—National Gypsum and Holland Fur- 
nace—are closely identified with the building industry. 
The building prospect, as it shapes up at this advanced 
date, is one of the brightest factors in the outlook for 
1939. Inland Steel, having to its credit an outstanding 
record of consistent profits notwithstanding the highly 
volatile nature of its activities, combines in its shares a 
strong industrial investment issue with well founded 
promise of speculative gains. With emphasis in the na- 
tional defense program now unfolding placed strongly on 
the creation of a powerful air force, the shares of United 
Aircraft offer one of the best mediums for obtaining a 
stake in the aircraft industry. The company is not only 
one of the foremost manufacturers of planes but it is 
also one of the two leading manufacturers of aircraft 
engines, as well. Crucible Steel specializes in the manu- 
facture of alloy steels and in addition manufactures pro- 
jectiles, gun forgings, as well as steels for propellers, 
turbines, shafts, deck plates, torpedo and periscope tubes, 
rifle barrels, ete. All of which gives the company an im- 
portant stake in rearmament. 

The net result of the changes discussed in the fore- 
going paragraphs will reduce the number of issues in our 
reader's list by three. Based on 1938 dividend payments, 
income on the revised list would have been $130.25 less. 
We think that our reader will agree that this loss in in- 
come is relatively slight in a list designed primarily to 
produce capital gains. We feel also that with the changes 
which have been suggested, any loss in income will be 
more than compensated for by a greater percentage of 
price appreciation over the coming months. 





Preferred Stocks for Income 
At this season of the year most investors are faced 
with the perennial problem of finding suitable issues for 


accumulated capital. With (Please turn to page 339) 
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The Stockholders Gude 


Stock Dividends and Market Prices 
Appraising Low Priced Motors 

Erie's Plan for Debt Reduction 

Advice to MacKesson & Robbins Holders 


; matter of stock dividends is one which is appar- 
ently confusing to some of our readers. The most recent 
case in point was the payment of a 50 per cent stock 
dividend by Philip Morris & Co., Ltd. In mid-September 
Philip Morris declared a dividend of one-half share of 
common stock for each share held, plus a cash dividend 
of 75 cents a share. Both dividends were paid on Novem- 
ber 15, to stockholders of record on the company’s books 
as of November 1. The New York Stock Exchange sub- 
sequently ruled that Philip Morris shares be quoted ex 
the stock dividend on November 17. On November 16, 
the shares closed at 13914. On November 17, they sold 
at 9134, ex the 50 per cent stock dividend. It was this 
overnight “drop” which numerous stockholders could 
not quite fathom. 

Upon payment of the stock dividend every stockholder 
of 100 shares, for example, then held 150 shares. Actu- 
ally, however, his equity in the company’s assets and 
earning power remained the same, with the only differ- 
ence that it was now represented by 150 share units and 
not 100 as previously. The day before the shares sold 
ex the stock dividend 100 shares had a market value of 
$13,925. On November 17, to acquire the same equity 
would have necessitated the purchase of 150 shares at 
a cost of $13,762.50. 

The stock dividend is the means sometimes employed 
by companies to enlarge the number of shares outstand- 
ing, for several reasons. In the case of Philip Morris, 
the increased amount of stock outstanding will probably 
result in broader distribution and a larger number of 
stockholders. This was probably a sound business move 
on the part of the company. Selling a popular commod- 
ity and relying on large public consumption, to Philip 
Morris more stockholders in effect means more salesmen 
for its cigarettes—more word of mouth advertising. 

The stock dividend is also used by some companies as 
means of conserving cash for working capital, which 
might otherwise be subject to untimely depletion by 
the payment of a cash dividend. This device is sound, 
however, only so long as the stockholders’ equity in- 
creases at a rate equal to or greater than the amount of 
the stock dividend. Numerous companies also employed 
the stock dividend as means of avoiding heavy surplus 
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profits taxes, while at the same time conserving working 
capital by limiting cash dividends to a more normal 
percentage of profits. 

Much of the misunderstanding concerning stock divi- 
dends might be eliminated, if they were called stock dis- 
tributions and not dividends. The stockholder merely 
receives a division of something which he already had. 


Low-Priced Motor Issues 


At the present time the automobile industry is in the 
midst of staging a vigorous revival. Factory production 
in the final quarter will be upwards of 1,000,000 units, 
with December output averaging about 100,000 weekly. 
Moreover, retail sales have practically kept pace with 
production, with the result that only slight increases 
have been shown in dealers’ stocks. It is likely there- 
fore that the rate of output will decline only moderately 
in the early months of 1939. 

Granting the more promising outlook for the auto- 
mobile industry, it nevertheless appears questionable 
whether any worthwhile advantage will be gained by 
speculating on the improved prospect through the me- 
dium of the low-priced motor shares. In that group are 
the shares of such leading “independent” manufacturers 
as Nash-Kelvinator, Packard, Studebaker and Hudson. 

Intense competition has always existed in the motor 
industry. In late years, however, the smaller manufac- 
turers have found it increasingly difficult to compete 
successfully with the Big Three and the new car market 
has steadily become more concentrated with General 
Motors, Chrysler and Ford. These three companies to- 
gether in 1937 accounted for nearly 89 per cent of new 
car registrations. It is not that these companies possess 
any considerable advantage through the superiority of 
their cars—any automobile to sell at all today has to 
be good—but they do possess the important advantage 
of large and financially strong dealer organizations. 
Dealers naturally like to “ride a winning horse” and the 
independent manufacturers are continually faced with 
the problem of building up and holding an efficient 
dealer organization. 

If anything, competition among automobile manufac- 
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turers throughout the 1938-39 season will be even more 
aggressive than usual. Looking back over the past year, 
it is to be noted that in the first nine months Ford cars 
accounted for 22 per cent of total registrations. In 1930 
Ford accounted for better than 40 per cent of total new 
car registrations but since then the proportion has de- 
clined, while General Motors and Chrysler both have 
increased their share of the new market at the expense 
of Ford and the smaller manufacturers. 

Far from being counted out, however, Ford this year 
is making the strongest bid for competitive gains since 
the introduction of the Model A, ten years ago. Ford is 
not emphasizing price, but is relying on excellent styling, 
advanced mechanical features and, for the first time, the 
use of hydraulic brakes. Also for the first time, with the 
introduction of the Mercury model, Ford will have a 
complete line of cars in every price class. An unusually 
attractive contract with Ford dealers is being counted 
on to spur their efforts. 

While it is too early to do more than guess, 1939 may 
well prove to be a “Ford year.” One thing, however, is 
certain and that is the Big Three are prepared to wage 
an aggressive campaign for the new-car buyer’s favor, 
a prospect which introduces considerable uncertainty 
into the earnings outlook for the smaller manufacturers. 
It is not unlikely that all of them will report increased 
sales this season, but it is at least doubtful whether such 
gains will be sufficient to appreciably enlarge earnings. 
If not, then low-priced automobile shares offer scant 
speculative promise. 


Erie Reorganization Plan 


The debtor plan for reorganization of the Erie Rail- 
road was recently filed in the Federal District Court in 
Cleveland. This is the second plan, the first having been 
filled by a group of holders of the road’s refunding and 
improvement bonds. The most recent plan seeks to sim- 
plify capital structure of the road as well as modify and 
disaffirm various leases, to the end that a sizable reduc- 
tion in fixed charges may be effected. Giving effect to 
the various proposals fixed interest charges would be cut 
from $12,107,900 to $6,308,537 and rentals would be 
scaled down from $1,867,982 to $176,000 annually. Con- 
tingent interest requirements would amount to $3,217,- 
140. The plan further proposes the acquisition, merger 
or consolidation of various Erie subsidiaries. 

Underlying bonds totaling about $55,000,000 will not 
be disturbed, under the terms of the latest reorganiza- 
tion plan. The holders of the road’s consolidated prior 
lien 4’s would receive 100 per cent new 50-year first and 
refunding 4’s; the consolidated general lien 4’s—10 per 
cent in first and refunding bonds, 65 per cent in new 75- 
year general income 41’s and 25 per cent in prior pre- 
ferred stock; the general mortgage convertible 4’s—10 per 
cent in first and refunding bonds, 40 per cent in general 
income bonds and 50 per cent in prior preferred stock. 
The refunding and improvement 5 per cent bonds would 
be exchanged for 3.1 per cent first and refunding bonds, 
19.4 per cent general income bonds, 15 per cent in prior 
preferred stock and 62.5 per cent in second preferred 
participating stock. 

Holders of Erie first preferred, second preferred and 
common stock would receive one share of new common 
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stock for each share held. Unsecured creditors will be 
given 100 per cent in second preferred participating 
stock. The plan also provides, through issuance of col- 
lateral trust notes, for the raising of not more than 
$21,500,000 cash to provide for the necessary reorgani- 
zation funds. 

The net result would be to reduce fixed interest debt 
about 50 per cent and total debt about 27 per cent. The 
most recent plan differs from the previous one in that 
it does not offer as large a reduction in debt but effects 
a considerably lower ratio of debt to total capitalization. 
Equity holders under the first plan would receive war- 
rants to subscribe for new stock and the proceeds were 
to go to holders of the refunding and improvement bonds 
and unsecured creditors. 

The IC C has set January 4 as the date when hearings 
on the plans will be opened. Some time will doubtless 
elapse before a final plan is agreed upon and submitted 
to holders of the road’s securities, and both plans now 
before the IC C and the courts are likely to be altered 
and modified in various sections. In the meantime, it 
is suggested that Erie bond and stockholders alike retain 
their interest, pending further developments and on the 
chance that reorganization managers may be more suc- 
cessful in effecting a speedy reorganization than has 
thus far been the case with other financially disabled 


roads. 
McKesson & Robbins 


The McKesson & Robbins debacle since the receiver- 
ship was invoked has become so involved that it is vir- 
tually impossible to even estimate the extent of the dam- 
age suffered by the company’s assets—to say nothing of 
its good will. The ramifications of the affair have as- 
sumed startling proportions and the end is not yet in 
sight. Investors in the company’s securities have already 
lost millions of dollars and until some semblance of order 
and accuracy has been restored to the company’s books, 
it is hard to say whether the drastic depreciation in the 
value of the debentures, preferred and common stock 
has more than discounted the situation, or whether later 
developments will have a further depressing effect. Some 
hope is held out that the company may salvage some 
portion of its legitimate business by the concerted action 
recently taken by a large and important group of inde- 
pendent manufacturers and suppliers. This group has 
announced that the individual companies comprising it 
were “utterly confident in the integrity of McKesson’s 
trustee management” and would continue to supply the 
firm’s national chain of sixty-five wholesale houses with 
merchandise. What cannot be determined at this time 
is the extent to which the demand for McKesson prod- 
ucts may be impaired by all of the unfavorable publicity. 
The value of McKesson & Robbins preferred stock and 
common shares particularly has been depreciated to a 
point where owners would risk only a comparatively 
small further loss by continuing to hold, on the possi- 
bility that the company’s affairs may take a more 
constructive turn. Retention of the debentures as a 
speculative venture must be decided largely upon the 
willingness and ability of holders to assume the risks 
in a situation so obviously obscured by unknewn 
and uncertain factors. 
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Superheater Co. 


Shall I continue to hold 50 shares of Super- 
heater which I bought at 61? What are its 
possibilities for 1939, as a beneficiary of re- 
covery in the heavy industries, utility expan- 
sion and the rearmament program? I would 
appreciate the opinion of your experts—M. 
F., New York, N. Y. 


Over the past five years, Super- 
heater Co. has broadened the scope 
of its activities to include the manu- 
facture of power plant equipment, 
such as boilers, generators, etc., for 
public utility and industrial plants. 
However, main revenues are still ob- 
tained from the railroad industry. 
A revival, therefore, in the “heavy 
industries” is necessary for the com- 
pany to register any substantial up- 
trend in earnings. For the nine 
months ended September 30, 1938, 
a profit of only 45 cents a share on 
the common stock was recorded. This 
compares with a profit of $2.48 per 
share sustained during the like inter- 
val a year earlier. This wide fluc- 
tuation is characteristic of the earn- 
ings record of the company in that 
operations are directly geared to in- 
dustrial activity. Given any assur- 
ance that the present betterment in 
business is genuine, an optimistic 
attitude can easily be taken in re- 
gard to the future outlook of Su- 
perheater. The industries served by 
Superheater have curtailed _ pur- 
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chases as a result of the recent de- 
pression. Thus, there is every indi- 
cation that customers are now suffer- 
ing from a shortage of equipment. 
It follows, then, that when confi- 
dence in the current recovery ob- 
tains, Superheater is in an excellent 
position to capitalize. The rising 
trend of rail traffic, proposed expan- 
sion programs of public utilities and 
indications of many private expen- 
ditures, are all constructive longer 
term factors. It is doubtful, how- 
ever, if any substantial pick-up in 
operations will be registered before 
1939 is well underway. Although 
we believe that the current price of 
the shares has taken fully into con- 
sideration the more optimistic out- 
look, we do believe that they have 
much in their favor on a speculative 
basis. With only a single class of 
stock comprising the entire capitali- 
zation, a strong financial position, 
favorable industrial prospects, and 
well entrenched trade standing, 
the shares have a definite appeal to 
those investors who are seeking an 
equity for price appreciation and 
dividend possibilities. 


Sears, Roebuck & Co. 


Is it advisable to continue holding Sears, 
Roebuck for both price enhancement and sat- 
isfactory income return? We have 50 shares 
in our portfolio which cost 95%. How does 
Sears’ current sales record compare with that 
of its competitors? What is the prospect for 
an extra dividend next January?—D. F., Se- 
attle, Washington. 


For the first time in over a year, 
volume sales of Sears, Roebuck were 
above 1937 levels. For the four 
weeks ended December 3, 1938, busi- 
ness was 3.9% above the comparable 
1937 level. Under these conditions, 
it is highly possible that profits for 
the final half of the fiscal term will 
surpass the $1.28 registered for the 
twenty-four weeks ended July 16, 
1938. At a recent meeting, however, 
directors took no action on a special 
dividend. Last year at this time $2.50 
was paid. Naturally, in a company 
such as this, the inventory position 
is of prime importance. However, 
over a long period of years, the 
management of Sears has proven its 
ability to cope with this problem and 
we now find this concern in an ex- 
cellent inventory position. The 
company distributes its products 
through 491 stores which it operates 
itself and also through a mail order 
division. Profit margins in its own 
stores are much wider than those of 
the mail-order division, although 
that fact does not lessen the latter’s 
importance. Due to the mail order 
business conducted, Sears is per- 
mitted to reach a wide range of cus- 
tomers in the agricultural and other 
districts which it would ordinarily 
miss. Naturally, this company’s 
business is geared closely to con- 
sumer purchasing power. The re- 
cent betterment in general business 
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has brought about increasing volume 
of sales for Sears. Moreover, the 
company is now in its seasonally best 
period of the year, and operations 
should result in even larger profits. 
Financially the company is sound. 
While the shares at present prices 
are admittedly high in relation to 
earnings published, we are inclined 
to believe that the figure has not 
taken fully into consideration the 
longer term possibilities. It is there- 
fore our recommendation to retain 
the shares not only for the income 
afforded but for the good apprecia- 
tion possibilities present. 





Simmons Co. 


Do you think that next year Simmons may 
penetrate its 1937 high of 58? I have carried 
100 shares bought at 56 and am gratified 
with the dividend payments received this 
year. At this time, however, should I con- 
tinue to hold for further price appreciation or 


switch2—G. T., Miami, Fla. 


Volume sales of Simmons Co. over 
most recent weeks have picked up 
substantially. As a result, it is esti- 
mated that final half year profits will 
be in the neighborhood of $1 per 
share, thus bringing full year earn- 
ings to around $1.40. Of this $1.25 
has already been paid out in divi- 
dends. These liberal payments were 
due in a great part to the strong 
financial position of Simmons which 
allowed them to pass along the bene- 
fits of increasing earnings to its 
stockholders. The position of the 
company in relation to the furniture 
industry as a whole is strong, as 
exemplified by comparisons over the 
past decade. During 1937, furniture 
sales in general were 67% of the 1929 
total, whereas Simmons - sales 
amounted to 88% of the 1929 figure. 
As the company is the leading man- 
ufacturer of household accessories, 
most importantly, beds, they are in 
a position to benefit indirectly from 
a building boom and the furnishing 
of new homes. Sales of the com- 
pany’s items, of course, are extreme- 
ly sensitive to business conditions. 
The recent uptrend in activity which 
has brought about increases in con- 
sumer purchasing power, therefore, 
should find direct reflection in earn- 
ings. Moreover, the management 
had the foresight to instigate large 
operating economies (it has been es- 
timated that these would amount to 
more than $1,250,000 on an annual 
basis). It is therefore obvious that 
given any continued betterment in 
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general business, that profit margins 
would compare much more favor- 
ably than heretofore. In our esti- 
mation, the current price of the 
shares has not taken fully into con- 
sideration the favorable longer term 
factors. Therefore, we are counsel- 
ling full retention of your holdings 
for price appreciation possibilities 
and also income even though pay- 
ments may continue irregular. 





Bucyrus-Erie 


Kindly let me 
Bucyrus-Erie common as a medium for mar- 
ket appreciation. I understand there have 
been definite signs of improvement in the 
company’s business in recent weeks. Do you 
believe the outlook indicates a sharp rise 
in the value of this equity? My shares cost 


have your appraisal of 


23 in 19387.—M. F.. Schenectady, New York. 
Only a_ slight improvement has 


been registered in the operations of 
Bucyrus-Erie and this has been in 
orders for light equipment for Gov- 
ernment-sponsored projects on which 
the profit margins are narrow. The 
last report of the company is for the 
six months ended June 30, 1938, 
when a profit of 12 cents per share 
was recorded on the common shares. 
It is expected that operations will 
continue at just about this rate, thus 
earnings for the full 1938 year were 
probably around 25 cents per com- 
mon share. A substantial uptrend 
in earnings, of course, awaits im- 
provement in the purchasing power 
of the “heavy industries.” More- 
over, in order to stimulate demand, 
the company decreased the prices of 
their products, thus further narrow- 
ing profit margins. Higher taxes, 
costs and a decreased rate of opera- 
tions have also been factors which 
the company has had to contend 
with over the past year. It is high- 
ly improbable, therefore, that earn- 
ings will reach the levels sustained 
a year ago until these contingencies 
have been removed. On the other 
hand, the recent improvement in 
business in general promises to be 
of benefit to the concern. Further- 
more, if government projects of all 
types are carried out on plans now 
proposed, demand for Bucyrus’ 
products should increase satisfac- 
torily. Although the company main- 
tains a strong balance sheet position 
(a net working capital of $9,029,867 
being reported at the half year) 
there is little hope for early resump- 
tion of dividends on the common is- 
sue. Due to the unseasonally poor 


first quarter, no substantial pick-up 
in earnings is expected before the 
second quarter of 1939. At present 
low quotations, however, the stock 
seems to have discounted the rather 
mediocre outlook, and thus the 
shares are suitable for inclusion i 
a speculative portfolio. 





U. S. Industrial Alcohol 


Would you counsel retention of 200 shares 
of U. S. Industrial Alcohol bought at 4242? 
In view of the company’s product diversifi- 
cation plus an increase in its basie price for 
alcohol, isn’t this stock in a position to ge 


BY. 


much higher over the coming months?- 
Boston, Mass. 


While the recent steps which U. 5. 
Industrial Aleohol Co. has taken to 
diversify its products will undoubt- 
edly aid future profits, full 1938 
earnings will probably fall well below 
the $1.24 per capital share reported 
for 1937. During the initial half of 
the current year, earnings amounted 
to only one cent per share as against 
77 cents a share for the initial half of 
last year. It must be remembered, 
however, that the latter half is nor- 
mally the best period for the com- 
pany. This is true because the 
weather conditions prevalent in the 
winter governs the demand for anti- 
freeze, a product which bulks large 
in gross income. So far this year, 
however, unseasonally warm weather 
has undoubtedly had an adverse ef- 
fect upon sales. Therefore, previous 
estimates for 1938 earnings should be 
scaled downward. Recent strength- 
ening in the basic price for alcohol 
should allow a little wider spread in 
profit margins, thus enhancing 
slightly the earnings outlook. It is 
also understood that a higher price 
level has been obtained for at least 
the first quarter of 1939, thus next 
outlook has im- 
Although the 


year’s earnings 
proved accordingly. 
capitalization of the company is 
simple, there being only 391,238 
shares of no par common stock out- 
standing, no dividends were paid 
last year due to the unsatisfactory 
-arnings. Moreover, while some bet- 
terment will be realized from the 
participation of the company’s new 
division in the building industry, the 
outlook does not justify any dis- 
bursements during early coming 
months. In any event, the shares 
seem reasonably priced at present 
levels for inclusion in your longer 
term portfolio as a price apprecia- 
tion vehicle. 
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Oliver Farm Equipment Co. 


Am I correct in retaining 100 shares of 
Oliver Farm Equipment which I bought at 
65? Can I look for substantial appreciation 
now that all bank loans have been paid off 
in full and because of the increase in farm 
purchasing power which should result from 
the proposed Parity Payment Plan?—S. J., 
Chicago, Illinois. 


Oliver Farm Equipment Co. has 
recently cleared up all of its bank 
loans and is now the only major unit 
in the farm implement business with- 
out either bank indebtedness, long 
term debt or preferred stock ahead 
of its common stock. Outstanding 
are 339,196 shares of capital stock. 
On the shares, no dividends have 
ever been paid, but now that there is 
nothing preceding the issue, the way 
has been paved for future payments. 
lor the year ended December 31. 
1937, earnings of $6.44 were recorded 
on the capital stock. No interim re- 
ports are published by the company 
and it is impossible to determine how 
1938 earnings compared with those 
of 1937. However, it is understood 
from a statement made by the Chair- 
man of the company that operations 
were in the black for the first nine 
months and that profits for 1938 
would result in a modest profit even 
in the face of a sales decline of 25%. 
No sharp uptrend in earnings will 
be possible until the company en- 
ters its seasonal period in the Spring. 
Possible better demand from farm- 
ers at that time should allow a fair 
profit margin on sales, although 
much depends upon growing condi- 
tions, crop yields and farm products 
prices. We are inclined to give the 
shares a speculative rating, although 
consideration might be given to them 
for their longer term potentialities. 
In any event, the company seems 
well situated to meet the keen com- 
petition experienced in this industry 
and as a stake in the field you can 
well consider retention. 





Endicott Johnson 


I bought 75 shares of Endicott Johnson, 
common, at 59 both for income and price 
appreciation. I am told that the company’s 
sales are increasing, inventory position is mi- 
proved and operating costs reduced. Can you 
confirm these facts and advise me what I 
may expect of this stock in coming months? 


—R. A., Minneapolis, Minn. 


The factories and tanneries of En- 
dicott Johnson Corp. are currently 
running at 85% of capacity. This 
rate of activity was brought about 
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by steadily increasing sales which 
have led to operations at the best 
levels for the company in two 
years. It is therefore anticipated 
that earnings for the fiscal year 
ended November 30, 1938, more 
than covered the $3 dividend rate. 
Moreover, as a net working capital 
of $22,346,825 was reported as of 
May 28, 1938, there is no reason to 
believe that the dividend rate will 
not be continued. This high rate of 
activity, has also been instrumental 
in placing the company in an ex- 
cellent inventory position. Season- 
ally, the current half of the com- 
pany’s fiscal term is by far superior 
to the initial half. If leather prices 
remain satisfactory, therefore, earn- 
ings should show a substantial up- 
trend. For the fifty-two weeks 
ended May 28, 1938, a profit of $2.06 
per common share was_ recorded. 
Profit margins of the concern are 
normally wide. This is due partly 
to the low production costs. Costs 
are governed directly by prices of 
raw materials, finished products and 
labor. The machines on which the 
company manufactures shoes are 
leased, rental payments being based 
on the actual number of shares man- 
ufactured. Over a long period of 
years, this has enabled a fairly close 
control over costs of operations. 
Moreover, during recent months, 
wage reductions have been insti- 
gated and since there is little indi- 
cation that they will be reinstated 
until earnings justify the action, 
costs have been held at a very low 
point. As a dividend producer, 
therefore, the shares deserve fore- 
most consideration. Since the com- 
pany’s inception in 1919, dividends 
have never been omitted, although 
in several years the full rate was not 
earned. Therefore, while price ap- 
preciation is not characteristic of the 
stock, it may be held for its excel- 
lent vield. 





Atlantic Refining Co. 


Is Atlantic Refining likely to become a 
market leader next year with the improve- 
ment expected in the petroleum industry? 
What will be the effect of the recent increase 
in shares of common outstanding and the 
sale of $25,000,000 of convertible debentures? 
What is your appraisal of the outlook for 100 
shares which cost me 364%?—T. W., Washing- 
ton, D.C. 


For the nine months ended Sep- 
tember 30, 1938, Atlantic Refining 
Co. reported a profit of $1.31 on the 


common stock. This compares with 
a profit of $2.64 per common share 


registered during the like nine 
months of 1937. At this writing, it is 
estimated that ful year profits were 
in the neighborhood of $2 per com- 
mon share. Profit margins of the 
concern are narrow due to the fact 
that Atlantic purchases the major 
portion of its crude requirements 
and the narrow spread between the 
crude and refined products tends to 
restrict margins. Recent increases 
in the authorized indebtedness of the 
company should aid them in the fu- 
ture. The proceeds from the $25,- 
000,000 debenture issue will be used 
to retire $16,200,000 in bank loans, 
the remainder being added to cash 
and for capital expenditure purposes. 
The common stock issue was also 
increased by 1,000,000 shares. The 
company has continued its policy of 
acquiring acreage with a view to les- 
sening dependence for crude upon 
outside sources. It is primary to the 
greater efficiency of present refiners 
capacity and to the expanding vol- 
ume of sales, however, that the stock- 
holder must look for a worth while 
gain. Therefore, no immediate ef- 
fect is possible from the increases in 
acreage currently being reported by 
the concern. In any event, while we 
do not look upon the shares as bet- 
ter than average for price apprecia- 
tion, they may be maintained in your 
portfolio, on a longer term basis, for 
the income afforded. Moreover, as 
the statistical position of the oil in- 
dustry improves, these shares could 
easily join any upward movement 
of oil company shares as a whole. 





Atlas Powder 


In view of the diversified industries to 
which Atlas Powder sells its products, is this 
stock likely to make outstanding gains as 
general recovery accelerates? Will the pres- 
ent high price-earnings ratio be maintained? 
Will the company benefit from the vast Re- 
armament Program? I am holding 50 shares 
at 90, and would appreciate your opinion.— 


O. P., Mobile, Ala. 


Future profits of Atlas Powder Co. 
hinge directly upon the extent of 
the business revival currently in 
progress. This is true because of the 
extensive use of the company’s prod- 
ucts in a variety of industries. While 
50% of the company’s revenues is 
derived from the manufacture of 
dynamite and blasting powder, 
many new products have been in- 

(Please turn to page 344) 
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Totalf. Sedqenhcdoss cveue= 93 Nov. $301.7. $357.7. $198.4 c ; (m) w 
esi dential Poe we. ty 23 mnie wp onstruction contracts awarded during No- 
Public Works end Utilityt......] Nov. bid pong os vember in 37 states east of the Rockies amounted PETROI 
eve Hhvkc out r-ame a ae weg Ra ng oes to $302,000,000, an increase of 52% over last A 
uddishy Plame. 55 .as is tah 178.9 903.4 929 year, against an 11-months’ recession of 4%. C ae 
Davaiady Plekadedl sco 60cns i. peoed cans Bh ange Rss sega bisa compared with an Total C 
- . . -months’ decline of 17%. T i 
Ceriting Poems (c) expenditures for sino eteenae ber tanta 2 maton 
~— et: bhai Sis Ssaawens Nov. $67.5 $77.0 $50.9 | 2nd work-relief construction—are placed by the Pe 
Total, U. * Ee Nov. 29.9 20.1 19.4 | Dphertment of Commence ot $8,800,000,000, the eG 
wae Se Ee ae “euaeg 89.7 97.1 69.6 pa yoie _ see $125,000,000 ahead of 
Ensi . . President Roosevelt has authori 
gineering Contracts (En)f..... Nov. $217.0 $235.9 $165.6 | FHA to increase its mortgage bacacnibe aon . FoR 0 
comerauenon COST INDEX e Leiber to $3,000,000,000, which will Gat. 
n) 1913—100.............:: Dec. 1 934. permit the continuation of activities at eerie 
89 234.40 241.05 rate for another 14 years. aaa see 
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(n)—1926—100. 


Ingot Production in tons*....... Nov. 3,572 3,118 2,154 : : 
Pig Iron Production in tons®....| Nov. 2.970 «2,052,007 |, aiutpenmoinnctpoad of $83,000 rerultinn ng 
Shipments, U. S. Steel in tons*..| Nov 680 663 903.) ee pS omer spa 
, . gain of something more than 100,000 units in new 
car inventories; but the total is still over 40% 
gi 6 or cd below last year. Fourth quarter output is now 
estimated at around 1,060,000—about the same 
pow se bath tena): Nov 372,358 209,522 360,055 as last yeer. Retail sales of new cars during No- 
Re ae TE TOME Si ios coke ox] nis wine $230 G89. oh c.5 6 ss 4,652,514 vember were about — ahead of October, and 
4% above last year. December's sales are expect- 
Passenger Cars, U.S. (p) eeeceeece Oct 134,668 90,629 21 2,651 dt IN ber’ d to t last b 
Trucks, U.S. (p)..... 0. cece eee Oct 17,283 25,710 31,510 ra vhs 4 29%. ovemver s an op last year by 
PAPER (Newsprint) ss ee 
Production, U.S. & Canada* (tons).| Nov. 323.7 327.7 381.6 North American newsprint production during 
Shipments, U. S. & Canada* (tons).} Nov. 340.7 327.3 418.7 November was the highest since December, 1937). 
Mill Stocks, U.S. & Canada*(tons).| Nov.30 197.9 214.9 71.8 and only 11% below last year compared with an 
5 11-months’ decline of 25%. November ship-’ 
yg red er ments were 23,000 tons above production, there-' 
es oduction, Ga Wess sseeeee wees Nov. 10,562 8,119 9,867 by reducing mill stocks by 9% during the month. 
ithdrawn, Gals.*.............. Nov. 9,571 8,173 9,571 Total stocks as of Nov. 30 in the hands of North 
Stocks, Gals. * Ceecerescescccesce Nov. 466,1 16 466,376 449,903 American mills and publishers were 26% lower 
GENERAL than on the like date a year earlier. 
Machine Tool Orders (n)......... Nov. 112.2 118.1 127.7 tae ig? 
ee ment Orders (Ry) nee 3 29 13 Although a new 1938 high was made during 
SelM he. od. ss bck ca. Nov. 139 2.435 1.695 November for domestic machine tool orders, 
Pessenger APR Retna: Bia kai Bae. 32 Nene 13 a faliing off in foreign orders during the month 
Cigarette Productiont............| Oct. 13,506 13,964 —«- 12,786 _| caused total bookings to decline 5.5% to a level 
Bituminous Coal Production * (tons).| Oct. 34,900 32,276 40,833 Me cn —— progese hepa of 
Boot and Shoe Production Prs.*...| Nov. 27,500(pl) 34,616 21,041 Ste sig rst ae ahead of last year. 
Portland Cement Shipments*. ..... Nov. 8,573 12,357 8,188 tocks were o , 
Commercial Failures (c)........... Nov. 984 999 842 ; 
WEEKLY INDICATORS 
ae oR. saryeQatetaeea PRESENT POSITION AND OUTLOOK 
M. W. S. INDEX OF BUSINESS 
PROTIVUET okie ka ee% Dec. 17 87.2(pl) 88.0 75.3 Electric ag 0 — en to decline 
at a somewhat less than normal seasonal rate, de- 
ELEC. POWER OUTPUT K.W.H.t| Dec. 17 2,333 2,319 2,202 spite the year-end slackening in manufacturing 
activities. Present indications are that output for 
CARLOADINGS the first quarter of 1939 will be the largest for any 
NS alco aula wh Bai oka Viaiese we died» Dec. 17 606,314 619,340 600,283 like period on record, and that the industry's 
EO SRS et At 7 eee oman a eere Dec. 17 35,956 34,421 34,894 first quarter earnings will top profits for this year's 
MAN CSG aoe R re, Resi c cae Dee. 17 126,344 128,210 150,421 first quarter by around 5%. 
Forest Products..............000- Dec. 17 29,113 28,043 24,923 Ci ates i) 
Manufacturing & Miscellaneous....| Dec. 17 238,669 245,761 215,236 P : 
SS oR ae Dec. 17 148,091 151,325 145,546 Although steel operations are tapering off at 
a somewhat greater than normal seasonal rate as 
STEEL PRICES year-end inventory taking time approaches, a 
Pig Iron $ per ton (m)............ Dec. 20 20.61 20.61 23.25 | sharp rebound is looked for after the holidays, 
Scrap $ perton(m).............. Dec. 20 14.92 14.92 13.58 | because of expanding activity in such important 
Finished c per Ib. (m)............ Dec. 20 2.286 2.286 2.512 | consuming industries es Construction, Automo- 
biles, Railroad Equipment and Canning. 
STEEL OPERATIONS tai tee 
%J of Capacity week ended (m)....| Dec. 24 53.0 58.0 23.5 The unexpected action by Texas in extending 
for the entire first quarter of next year the present 
CAPITAL GOODS ACTIVITY five-day-weekly schedule of crude production 
(m) week ended................ Dec. 17 83.5 82.8 60.1 has been generally well received in oil circles, yet 
there is considerable apprehension that the Gov- 
PETROLEUM : : 
Average Daily Production bbls.*..| Dec. 17 3,276 3,245 3,440 oar — bonito —- +6 
Crude Runs to Stills Avge. bbls.*..| Dec. 17 3,245 3,150 3,173 join L “big three” tat Ee ia a Cm 
Total Gasoline Stocks bbls. *...... Dec. 17 69,635 68,587 68,587 of voluntary control of crude anit he principal re- 
Gas and Fuel Oil Stocks bbls.*....| Dec. 17 148,573 150,779 118,711 fined products. Under current unstable conditions 
Crude—Mid-Cont. $ per bbl...... Dec. 23 1.02 1.02 1.27 ri snide ines his ten ti fk ianenis, 
Gasoline—Refinery $ per gal...... Dec. 23 0614 064% .071%4 eee eee ee ee 
+—Millions. *—Thousands. (b)—Annalist Index 1928—100. (ba)—Federal Reserve 1923-25—100. (c)—Dun & Bradstreets. 


(cm)—Dept. of Commerce estimates of income paid cut. (d)—Nat. Ind. Conf. Bd. 1923—100. (e)—Dept. of Agric., 1924-29—100. (ee)— 
Dept. of Agric., 1909-14—100. (f}—1923-25—100. (g)—Chain Store Age 1929-31—100. (h)—U.S.B.L.S. 1926—100. (j)}—Ad- 
| justed—1929-31—100. (k}—F. W. Dodge Corp. (m)—lron Age. 
1930—100. (En)—Engineering News Record. (Ry)—Railway Age. 


(pl)}—Preliminary. (s)}—Fairchild Index, Dec., 
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Trend of Commodities 
There has been no deviation in the narrow and compara- hood that the two groups will be brought into virtual balance cor 
tively price movements of major witberaaagesey elgg es Sow conc restricted exports will Pri 
both agricultural and |. In recent months gap continue to be a drag on farm prices, while aside from f 
between farm prices and the prices of finished and semi- few minor adjustments, prices of industrial commodities E 
finished industrial products has narrowed somewhat, al- promise to remain firm to slightly higher. Price® raising © Rel 
though the latter are still about 12.5 points higher. Seasonal eee ere eee eee eens one Lercing 6 eonomt Ref 
ercwratang i tartedie Shows ol wiey Neserifiuer “a4 drought or a ation in growing conditions, substan- Ref 
structure of agricultural commodities but there is scant tially higher farm prices appear remote. oe 
Ref 
TIN 
in 
4 We 
: g U. | 
F é — 
FA LEAI 
7 Pric 
5 U. § 
U. § 
rs Sto 
é . 7 
ric 
8 WHOLESALE PRICES TERIAL U.S 
5 (LONG TERM TREND) U.S 
3 Stoc 
SILK 
Price 
Changes in Major Commodity Price Groups for the Fortnight Ended December 17, 1938 oo 
i] 
Visi 
Visi 
RAY¢ 
Price 
Con: 
Stoc! 
cag A Agger 0 ARR pd PRESENT POSITION 7 woo 
Date Wk. or Mo. Wk. or Mo. Ago AND OUTLOOK Tops 
COTTON Cotton. With producers voting 84.2 per HIDE: 
Price cents per pound, closing cent in favor of marketing quotas loans at 52 per Price 
ERE 5 sie ewes Chak aks ds Dec. 23 8.30 8.24 8.21 cent of ‘‘parity” will be mandatory next season. Visil 
Wat... oes enscdvecccccees Dec 23 8.37 8.21 8.34 Whether the new Congress will be in a mood to No. 
NEE DSa SS OE ee Dec. 23 8.82 8.66 8.44 make the necessary appropriations for such loans 
(In bales 000's) is another matter. Loan stocks are nearing the RUBB 
Visible Supply, World.........:. Dec. 16 9,578 9,724 9,015 11,000,000-bale figure and exports in the first Price 
Takings, World, wk. end.......... Dec. 16 483 400 383 three months of the 1938-39 season were more impo 
Total Takings, season Aug. 1 to....| Dec. 16 7,346 6,172 7,196 than 1,000,000 bales less than a year ago. Cian 
Consumption, . Bite he ad che ceucis ee or yo pa * © « Stocl 
Exports, wk. end.......-..ese00- ec. : j Tire | 
Tir Gast nabs Aw. i t...|, Beats ‘4,70 1674 2,906 | . ee a ines ee Tire | 
Government Crop Est. (final)...... at ee ARIE PE) eee ee a ak Ga ne Tire | 
Active Spindles (000's).......... on SE RATS STIR | Ee eee meet Sie nation’s Netcry. Ro- : 
flecting poor growing conditions in the winter COFFI 
WHEAT wheat belt, the Government estimates a reduction Pri 
Pri ts be. Chi, desia of 200,000,000 bushels in the new crop. Con- Pe 
De va agg esate ba Dec. 23 63% 9454 ditions were reported 72 per cent of normal. Any ie 
ies sist poemecae el ick tel aaa Dec. 3 CO : 67% 66% 9114 | estimate at this early date is, of course, subject to US. 
E oi "(000's) since July 1to.| Dee.10 982,081 81.846 64,010 considerable later modification but even granting “re 
Exports bu. (000's) wk. end..... ..| Dee. 10 935 1,967 2.953 a yield no better than present appearances, the SUGA 
Visible Supply bu. (00's) as of...| Dec. 10 120,249 193,171 97,520 | huge world enor sie goed Price 
Gov't Crop Est. bu. (000's)....... Gis 4 9URSO):” 940,889“ STE,99Ra)| setmced 1 NOE tert sny wortnenlle recovery De 
; s e e Du 
eee cents per bu. Chi. closing Corn. Prices are under the influence of the 
Decay ook ovis vsececedes Dee OF. kia. A491, 581% | heavy marketing season as visible supplies mount. U.S 
May eeeeevece eeeeeeroerccesecs Dec. 23 523% 51 Vg 59% Exports may reach 30,000,000 bushels during 
Exports bu. (000's) since July 1 to.} Dec. 10 50,021 49,729 2,401 the next several months before the Argentine 
Visible Supply bu. (000's) as of...| Dec. 10 46,037 45,530 28,424 crop will be ready for market. Moderately higher (a) 
Gov't Crop Est. bu. (000's)....... Dec. 12,480,958 ....... 2,64,,955(e) | prices may materialize after the tum of the year. tons. 
THE MAGAZINE OF WALL STREET | DECEM 









a 





_/, 


ig 
ie 
Br 





EET 





Latest 
Date 





Previous 


Wk. or Mo. Wk. or Mo. 








Year 
Ago 





PRESENT POSITION AND OUTLOOK 








a 






































COPPER 
Price cents per Ib. 
WMG einige seas ce cn eee kee Dec. 23 11.25 11.25 10.125 
TT SG Oe STE oye Dec. 23 10.35 10.35-.40 10.10-.15 
Refined Prod., Domestic (tons).....| Nov. 177,810 167,225 185,270 
Refined Del., Domestic (tons)... .. Nov. 177,984 199,968 154,588 
Refined Stocks, Domestic (tons) Nov. 30 424,537 424,711 413,846 
Refined Prod., World (tons)....... Nov. 66,746 56,824 75,791 
Refined Del., World (tons)........ Nov. 51,297 69,827 33,892 
Refined Stocks, World (tons)...... Nov. 30 269,488 267,299 221 676 
TIN 
Price cents per Ib., N. ¥.......... Dec. 23 46.35 46.00 42.00 
Tin Plate, price $ per box......... Dec. 23 5.00 5.00 5.35 
World Visible Supply as off...... Nov.30 30,598 31,539 24,389 
U. S. Deliveriest............22.. Nov. 3,535 4,960 5,195 
U. S. Visible Supply as of f....... Nov. 30 5,060 4,500 5,285 
LEAD 
Price cents per Ib., N. ¥.......... Dec. 23 4.85 4.15 4.75 
U. S. Production (tons)........... Nov. 39,800 31,843 46,796 
U. S. Shipments (tons)............ Nov. 42,032 45,726 33,853 
Stocks (tons) U. S., as of.......... Nov. 30 115,236 117,476 113,573 
_| ZINC 
Price cents per Ib., St. Louis....... Dec. 23 4.50 4.50 5,00 
U. S. Production (tons)........... Nov. 41,599 35,631 31,749 
U. S. Shipments (tons)............ Nov. 43,693 43,355 32,676 
Stocks (tons) U. S., as of.......... Nov. 30 120,778 124,128 42,534 
SILK ; 
Price $ per Ib. Japan xx crack. .... Dec. 23 1.84 1.82 1.5814 
Mill Dels. U. S. (bales), season to..) Nov.30 187,171 ....... 169,079 
Mill Deliveries U. S. (bales)....... Nov. 41,599 35,631 31,749 
Visible Stocks N. ¥. (bales) as of..) Nov.30 46,218 43,811 45,424 
Visible Stocks, World (bales) as of.| Nov.30 150,718 151,311 156,724 
RAYON (Yarn) 
Price cents per Ib................ Dec. 23 5.10 51.0 63.0 
Consumption (a)........-.e.e000- Nov. 21.0 24.5 9.4 
UMN CRY ON i555 kc 5:03 Mies acare patelace Nov. 30 39.7 35.8 44.5 
WOOL 
Tops, cents per Ib. territory fine....| Dec. 23 83.0 82.0 87.5 
HIDES 
Price cents per Ib. No. 1 Packers...) Dec. 23 12.00 11.50 11.00 
Visible Stocks (000's) (b) as of....| Sept.30 13,270 13,311 14,663 
No. of Mos. Supply as of......... Sept. 30 7.0 7.6 y 
RUB3ER 
Price cents per Ib.............06. Dec. 23 16.45 16.25 15.12 
IES SA) OE ea Pe Nov. 31,054 34,496 56,302 
Consumption, U.S.f............. Nov. 46,048 40,333 34,025 
CRGGNE, Ul; Se OSV so 50cacecens ce Nov. 30 254,318 269,937 222,707 
Tire Production (000's)........... Nov. 4,117 4,134 3,120 
Tire Shipments (000’s)............ Nov. 4,442 4,144 3,777 
Tire Inventory (000's) as of........ Nov. 30 7,924 8,237 10,963 
COFFEE 
Price cents per Ib. (c)............ Dec. 23 7134-8 734-8 9.0 
Imports (bags 000's)............. Nov. 1,213 OPE 5 elo bas 
Imports, season to... ..........-. Nov. 30 BOP oe, 4,182 
U. S. Visible Supply (bags 000’s)..| Dec. 1 1,522 1,448 1,076 
SUGAR 
Price cents per Ib. 
Domestic No. 3 Jan........... Dec. 23 1.83 Be. faa Seaman ee = 
Duty free delivered............ Dec. 23 2.85 2.88 3.20 
Refined (Immediate Shipment)...| Dec. 234.30-4.45 4,30-4.45 4.85 
U. S. Deliveries (000’s)*.......... 1st10 Mos. 5,479 ...... 5,729 
U. S. Stocks (000's)* as of........ Oct. 31 ch, eh aa 1,156 





Copper. Domestic consumption of copper 
by fabricators in November was 52,708 tons, 
comparing with 65,731 tons in October. Al- 
though consumption declined some 13,000 tons 
it was in practical balance with deliveries from re- 
finers which totaled 51,297 tons. December 
figures will doubtless reveal a further substantial 
decline in both deliveries and consumption, re- 
flecting chiefly the desire on the part of fabricators 
to avoid large year-end inventories. Firmness in 
both foreign and domestic prices is foreshadowed. 


Tin. Year-end influences are reflected in « 
dull demand and major markets are quiet. Prices, 
however, have been firm, and as the past week 
drew to a close quotations were marked higher. 

@ & * 


Lead. Lead stocks declined 2,240 tons in 
November, with the result that the total of 115,236 
was the smallest since December 1, 1937. Lead, 
of all the non-ferrous metals, has shown the most 
consistent improvement in its statistical position. 
Recent reductions of $7 a ton were not justified by 
the figures and it was therefore not surprising that 
prices more recently were advanced $2 a ton. 

a * * 


Zine. Market demand has tumed sluggish 
and end-of-the-year factors have been readily 
apparent. Some satisfaction, however, is to be 
drawn from the firmer quotations in London, sug- 
gesting that perhaps the underlying feeling is more 
optimistic than might be gathered from the list- 
lessness of the market. 

+ > 


Silk. Although hosiery shipments declined 
3.9 per cent in October, this decline was to be 
expected in the face of the heavy volume of ship- 
ments in August and September. For the first ten 
months, shipments were only 1.4 per cent behind 
last year and the turnover of stocks has been at 8 
very satisfactory level. 

s 


Rayon. The pick-up in sales which made its 
appearance in the last half of November was 
probably carried through into December. A\l- 
though prices remain unchanged, the promise of 
further expansion in sales volume in the early 
months of 1939 may well be accompanied by 
some advance in prices. 

* * 


Wool. Demand for both men’s and women's 
wear clothes has gained appreciably in recent 
weeks, with the result that many mills are booked 
well through February. Activity is being stepped 
up but customers are insistent in their demands for 
speedy delivery. 

- * s 

Hides. Supplies are the lowest in 16 years 
and based on recent reports of the Department of 
Asgriculture the potential supplies of hides in 
1939 will not be much greater or less than in the 
past four years. Sales to tanners have been large 
in recent weeks and more immediate require- 
ments have probably been satisfied. 

s * s 


Rubber. Shipments of tires in November 
were the largest for any month since August 1937. 
The increase over October was 7.2 per cent, while 
the gain over November 1937 was 17.6 per cent. 
Production, on the other hand, was off 1 per cent 
from October and stocks at the end of the month 
were 3.8 per cent lower than at the end of No- 
vember. Crude prices should remain firm. 





(a}—Million pounds. 


tons. 


*—Short tons. 





(c}—Santos No. 4N. Y. 


(e)}—1937 Harvest. 


(f}—Refiners’ stocks of raw and refined. 


t—Long 
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Latest Previous Year 
Date Week Week Ago var 
ime Money (90 de De Uh Uh Wh 
ime Money (90 days)........... c. 23 1 1 1 Recent cha in the banki ition lack 
Prime Commercial Paper.......... Dec.23 %%-1% e-1% 1% sigeaas par la ie cua taalng yy ose 
Cail Money i Dec. 23 1% 1% 1% most part they are temporary and reflect year-end 
Re-discount Rate, N. Y........... Dec. 23 1% 1% 1% infloances All Meader Bank excess reserves 
registered a decline of $500,000,000 reflecting 
CREDIT (millions of $) i of $85,000,000 i ircula- 
Bank Clearings (outside N. ¥.). ...| Dec. 10 $2,368 $2,625 $2,350 | tion and an increase of $612,000,000 in Treasury 
Cumulative year's total to......... Dec. 10 112,966 129,540 deposits at Reserve Banks. Following the removal 
Bank Clearings N. Wess Dec. 10 3,813 3,808 3,280 of the holiday demand for cash and the return of 
“eay yom surt “g eS: Dees 10. 196,913 ie. 178,968 funds to banks, soowe is every indication thet ee 
. reserv i t i > 
Loans and Investments.......... Dec.14 21,504 21,450 21,668 | The latest statement of New York City Member 
wae pe owe Ind. Loans... sang gi a — Banks oe a argiee — tages to com- 
wets 6F eco ec. merce, industry and agriculture, the latest drop 
Invest. in U. S. Gov'ts.... tetas Dec. 14 8,080 8,087 8,172 amounting to $24,000,000. It was expected that 
Invest. in Gov t Gtd. Securities...) Dec. 14 1,696 1,685 1,114 following the Treasury financing, New York banks 
Other Securities............... Dec.14 3,232 3,218 2,882 would show a sizable increase in their holdings 
ee ee ehcsn hovers bes a . —_ ee : : Ts of governement yrane Fass of U. . _ 
vhigh Sona aioe ota lidh de Roe ec. ’ ’ , ernment direct bonds, however, gained only 
New York City Member Banks $20,000,000 in the latest week. The failure of 
Total Loans and Invest.......... Dec. 21 7,855 7,876 7,869 this section of bank portfolios to show a larger 
Comm'l, Ind. and Agr. Loans....| Dec. 21 1,384 1,408 1,794 increase may have been due to the concentration . 
emg hay : ‘bs BES 048 Rimes es pe ve e rete ° ro 3 be in the 2% Treasury bills which were offered only 
ws in G tG sh wiciein a ‘ pon " in exchange for the March notes. Holdings of 
nvest. in Gov't Gti. Securities...) Dec. 21 845 82 359 government guaranteed issues in New York City 
Other Securities i We Sree 8 Dec. 21 1,089 1,101 1,233 bank portfolios increased $19,000,000, but hold- 
— reese eseeeces “ee - ~~ -_ ‘an ings of other securities were off $12,000,000. 
Federal Reserve Banks eee 
Member Bank Reserve Balance...| Dec. 21 8,472 9,034 6,855 
Money in Circulation. ......... Dec. 21 6,943 6,858 6,681 Contrary to the experience of New York City 
CN sie eis vs arcsec Dec.21 14,454 14,380 12,765 banks, out-of-town banks have been able to show 
Treasury Currency.............. Dec.21 2,788 2,784 2,946 | rather stiff resistance to the factors normally result- 
Treasury Cash................. Dec.21 2,677 2,651 3,625 | ing in a decline in commercial borrowings at this 
Excess Reserves............... Dec.21 2,980 3,480 1,007 | season ofthe year. In the past two weeks, report- 
ing banks in 100 cities outside of New York ac- 
Latest Last Year tually reported an increase of $22,000,000 in 
Month Month Ago commercial, industrial and agricultural loans. 
NEW FINANCING (millions of $) Demand deposits of all reporting banks increased 
ERR ee ae ee Nov. $145.4 $337.2 $37.2 | $107,000,000 in the latest week to a new high 
ee eR ote erence Nov. 102.4 63.9 36.1 level. 
SSE er ne Nov. 43.0 273.3 1.1 
POSITION OF FOREIGN BANKS 
Dec. 14, 1938 Dec. 15, 1937 COMMENT 
BANK OF ENGLAND . ‘ 
(Eh Geet ay eae £495,349,000 £501,954,435 At the end of last September the total national 
RibMe tastes... <<< 6icese0ss: 15,608,000 11,432,250 | debt of Great Britain was £8,320,000,000 as 
Private Deposits................. 135,549,263 139,844,159 compared with £7,435,000,000 at the end of the 
Bonkeeis Accounts... ...........+- 99,547,368 103,381,597 | World War. Despite the increase in the current 
Other Accounts................. 36,001,895 36,462,632 debt, pou paring ba erin ag fiscal year 
Government Securities............ 68,361,164 95,008,165 | ®#mounted to only {000,000 as compared 
Other Securities................. 38,513,963 28,565,510 | With £332,000,000 in 1919-20. Moreover, the 
eee ge AR aa 16,819,167 7,848,748 “toe: onyage — . — to — income 
EES RES FE EAR Ne 21,694,796 20,716,762 as shown @ Cectine in recent years, the present 
Sus Needtee 62,170,000 45,608,779 | ‘ratio of debt service to national income now 
Coin and Bullion................ 327,518,976 327,563,214 | standing at 4.5 as compared with 8.8 in 1924. 
That the present favorable ratio can be maintained 
BANK OF FRANCE Dec. 8, 1938 Dec. 9, 1937 atone _ _ shed ggasi a pag 
Gold Holdings................. Fr.87,264,646,275 —_Fr.58,932,243,349 | Which have been planned is very doubtful. 
Credit Balances Abroad. ......... 19,447,612 17,868,598 1 OR RA 
Bills on France......-.........-.- 10,613,154,259 8,734,636,826 Premier Daladier and his government escaped 
EE EERE LILIES BSN asia Sri I: <9 ae mmameon let Be tapate os ouster by the narrow margin of seven votes when 
Advance Against Securities....... 3,707,422,497 3,762,687,505 the Chamber of Deputies voted on Finance Min- 
Note Circulation. ............... 108,779,922,145 91 142,819,535 ister Reynaud’s finance bill. The deputies ap- 
Credit Current Accounts.......... 33,911,919,886 18,980,468,484 proved the controversial second article of the bill 
Temp. Advs. to State . ve tteee eee 20,627,440,996 26,918 460,497 by the narrow margin of 291 to 284. This article 
Gold on Hand to Sight Liabilities. . 61.16% 53.51% established the principle of the decree laws. 
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POSITION OF FOREIGN BANKS—Continued 


























GERMAN REICHSBANK Dec. 15, 1938 Dec. 15, 1937 

Gold and Bullion................ Rm.70,700,000 Rm.70,500,000 

Coy ries Cees Paredes es wks 
Reserve in Foreign Currency....... 6,100,000 5,300,000 
Bills of Exchange & Checks....... 7,244,200,000 5,240,500,000 
WRN 8 fr os Fr Ge ee Sore Oe FGA ie ork te™ OES a Somabec ee 
Mr Ne soe i Sf ae hi igen 6 Meo Es Sig 4 mw eas 
Notes in Circulation............. 7,661,200,000 5,005,900 
Caer Dairy pastored’ Obligations. <i" Soe has 
a a. OC EEE OR PE CEE 57,600,000 56,700,000 
Proportion of Gold & Foreign Cur- 

rency to Note Circulation... .... 1.00% 1.51% 

BANK OF CANADA Dec. 14, 1938 Dec. 15, 1937 

Reserve Gold, Coin & Bullion. .... $181,826,000 $179,443,000 
eM, ok caer, So Ree teweees 2,573,000 
Reserve in Sterl. & U.S. Dollars... . 43,844,000 30,581,000 
Subsidiary Coin................. 247,000 132,000 
Dom. & Prov. Gov't Short Term 

Dele sic te bcds.s 153,293,000 58,040,000 
Other Dom. & Prov. Securities... .. 39,498,000 97,174,000 
CT IRR GR Oe ek” SR Gas 10,990,000 
Note Circulation. ............... 173,284,000 155,831,000 
Deposits—Dom. Gov't........... 31,446,000 29,901,000 
Chartered Banks................. 206,588,000 181,735,000 
Res. to Note & Dep. Liabilities... . 54.51% 57.67% 











industrially, the week-to-week trend of events 
in Germany has shown little or no variation for 


some time. The government is relentless in its 
efforts to increase the volume of industrial pro- 
duction and construction. The shortage of skilled 
labor has become exceedingly acute and is being 
virtually drafted into large governmental projects. 
Meanwhile, Germany is putting forth every effort 
to expand its export trade, the recent trade agree- 
ment with Rumania being the latest move in that 
direction. 


The course of business recovery in Canada 
registered further gains in November. Construc- 
tion activity is expanding rapidly, responding to 
a government loan plan, while mining activity and 
a heavy movement of wheat are making important 
contributions. Retail trade has lagged somewhat 
but dividend payments in 1938 will fall only 
slightly shost of the previous all-time high. 








FOREIGN EXCHANGE IN DOLLAR TERMS 








COMMENT 











Quotations in cents and decimals of Demand Cables——— 
a cent except pound sterling which is Dec. 22 YearAgo Dec. 22 Year Ago 
in dollars and cents. 
Country and Par 

Great Britain ($8.2397 a sov.)....... 4.6692 4.997, 4.6658 4.99Yq 
Belgium (16.9502c a belga)......... 16.87 16.97 16.87 16.97 
Czecho-Slovakia (3.51¢ a crown)..... 3.43 3.51% 3.43 3.51% 
Denmark (45.374c a krone)......... 20.83 22.32 20.83 22.32 
Finland (4.264c a finmark).......... 2.06% 2.219% 2.06% 2.219% 
rence (par not definite)............ 2.634% 3.39% 2.634 3.397 | 
Germany (40.33c¢ mark)**.......... 40.0914 40.30 40.09% 40.30 | 
Germany (benevolent mark)......... eS Sa SM Ss aes 
Germany (travel mark)...........--- 22.50 25.75 22.50 25.75 
Germany (emigrant mark)}.......... MM oS ond MES ote wei 
Germany (kredit mark)f...........- 7” RR SNe Bie = 8 hte 
Greece (2.197¢ a drachma)......... 0.85568 0.91% 0.85% 0.91% 
Holland (par not definite).......... 54.36 55.61 54.36 55.61 
Hungary (29.613 a pengo){....... 19.82 19.95 19.82 19.95 
Italy (5.2634¢ a iira)§........-...-. 5.2614 5.26% 5.2614 5.261% 
Norway (45.374c a krone).......... 23.44% 25.12 23.4416 25.12 
Poland (18.994c a zloty)........... 18.95 18.98 18.95 18.98 
Rumania (1.012¢ a leu)............- 0.75 0.75 0.75 0.75 
Sweden (45.374 a krona).......... 24.02Yo 25.77 24.0416 25.77 
Switzerland (par not definite)........ 22.59 23.13 22.59 23.13 
Yugoslavia (2.981¢ a dinar)......... 2.32 2.36 2.32 2.36 
Shanghai dollars (unsettled). ........ 16.75 29.50 16.75 29.50 
Hongkong dollars (unsettled)........ 29.25 31.30 29.25 31.30 
India (61.798c a POMBE Soe es 34.87 37.75 34.87 37.75 
Japan (84.39¢ a yen). ...........-. 27.21 29.10 27.21 29.10 
Sts. Settlements (96.139c a dollar)....| 54.3714 58.75 54.3714 58.75 
Argentina (71.87¢ a paper peso) q...| 22.88 29.40 22.88 29.40 
Argentina (71.87¢ a paper peso)**...| 31.1 2% 33.33 31.12% 33.33 
Brazil (20.25c a paper milreis)**.... . 5.90 5.50 5.90 5.50 
Chile (20.599c a gold peso)f....... 5.19 5.19 5.19 5.19 
Colombia ($1.645 a gold peso)...... 56.98 54.80 56.98 54.80 
Mexico peso (unsettledt).........-. 20.70 27.80 20.70 27.80 
Peru (47.409c a sol)t.......-.-+-+- 20.69% 24.62% 20.62% 24.62% 
Uruguay ($1.751 a gold peso) {...... 36.50 54.50 36.50 54.50 
Uruguay ($1.751 a gold peso)**t....| 61.43 80.05 61.43 80.05 
Venezuela (32.67c a bolivar){....... 31.50 t 31.50 t 

| Venezuela (32.67c a bolivar)**...... 31.63 31.62% 31.63 31.621 





Signs of an approaching equilibrium are visible 
in the foreign exchange market. Where previous 
weeks have seen prolonged and impetuous 
drives in one direction or the other, but almost 
always toward the net enhancement of the dollar, 
recent changes have been shorter in both time and 
size, with momentum easily lost. The situation 
today could be called stable only in comparison 
with the fevered past months, and as long as Euro- 
pean capital faces so many threats to its safety it 
will undoubtedly continue to run from the danger 
of the moment; nevertheless, it would not be over- 
optimistic to hope that foreign exchange fluctua- 
tions as an impediment to business will lose much 
of their potency. 


One of the most sustained of recent influences 
on the French franc has been a gradual homecom- 
ing of capital which had previously fled into 
pounds or dollars. The improvement in the franc 
has been small and it has been at the expense of 
the pound rather than of the dollar, but it is a tangi- 
ble reward to the Daladier Government for its 
heroic efforts, and it comes despite unsettling de- 
velopments in Franco-lItalian relations. 


Sterling has been given some slight help by 
technical considerations. Shorts have a healthy 
respect for the power of the Equalization Fund to 
initiate a rally and a covering movement at almost 
any time under present conditions. Whether or 
not a sharp rally occurs, the pound has apparently 
reached a point which is considered worth defend- 
ing, as witnessed by the action of the English Gov- 
emment in restricting foreign loans. 





+—Nominal quotations. 





4—Free rate. 


*+—Official rate. 


t—Rate not available. 


§—Travel lira 4.75c. 
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Security Statistics 


























THE MAGAZINE OF WALL STREET COMMON STOCK INDEX 
1937 Indexes os 1938 Indexes 
Oo. 
High Low Issues (1925 Close—100) High Low - Dec.3 Dec. 10 Dec. 17 
122.0 54.3 330 COMBINEDAVERAGE 177.8 44.2 68.8 67.1 68.8 
253.3 111.4 5 Agricultural Implements.. 133.9 88.5 109.8 109.5 114.4 
72.6 34.0 6 Amusements.........-. 419 24.7 42.3 43.3 40.2 
146.6 52.1 16 Automobile Accessories. 91.0 43.3 82.4 80.8 84.9 
30.1 8.9 12 Automobiles..........- 14.8 7.0 12.5 12.2 12.2 
178.0 73.4 9 Aviation (1927 CIl.—100) 168.4 75.2 155.0 159.6 168.4h 
28.5 9.3 3 Baking (1926 Cl.—100).. 16.1 8.9 14.0 13.5 13.6 
308.6 135.4 3 Business Machines....... 203.3 1202 177.2 175.4 179.9 
247.7 132.6 9 Chemicals.............. 177.5 111.46 160.7 158.2 161.2 
88.3 32.9 18 Construction............ 50.2 25.6 43.3 41.7 44.3 
361.0 193.4 5 Containers.............. 246.2 173.8 220.1 218.2 232.2 
217.3 75.3 9 Copper & Brass......... 129.6 60.0 105.7 108.2 114.2 
43.0 24.5  2Dairy Products.......... 28.0 21.8 23.8 23.1 23.6 
42.7 15.2 9 Department Stores...... 27.4 12.2 23.4 22.8 22.6 
108.8 45.2 9 Drugs & Toilet Articles... 65.5 40.1 57.8 50.2 48.8 
388.4 182.6 2 Finance Companies...... 329.0 158.1 313.0 311.1 320.3 
71.9 37.5 7 Food Brands............ 79.2 33.3 73.1 70.4 70.1 
53.2 25.9 4 Food Stores............ 35.3 20.5 32.9 32.9 31.5 
122.3 46.4 4Fumiture & Floor Covering 71.4 36.9 65.1 62.8 65.5 
1160.6 894.0 3 Gold Mining........... 1262.1 953.7 1229.5 1207.1 1240.7 
58.6 25.8 6 Investment Trusts........ 32.1 21.1 26.4 26.1 26.6 
317.8 167.2 4 Liquor (1932 Cl—100).. 223.7 140.7 205.8 187.9 189.5 
209.8 97.8 9 Machinery............. 138.0 77.6 118.1 117.6 123.0 
104.3 53.8 2Mail Order............ 85.8 49.1 77.8 80.0 83.8 
109.6 47.5 4 Meat Packing........... 56.5 36.5 45.2 46.6 46.3 
334.1 138.6 15 Metals, non-Ferrous...... 195.9 116.0 165.0 163.0 168.9 
26.5 i ES OO SS SER Tae 14.0 5.8 11.5 12.0 12.5 
158.8 90.8 23 Petroleum............-- 113.0 76.2 96.1 94.0 96.8 
114.9 50.5 18 Public Utilities.......... 65.6 38.8 53.6 51.7 54.4 
31.7. 13.3 4 Radio (1927 Cl—100)... 18.9 10.3 15.5 14.9 15.2 
112.9 37.7 ‘9 Railroad Equipment....:. 58.6 28.2 49.6 50.2 54.8 
48.6 16.2 23 Railroads............... 18.6 10.6 15.3 14.9 15.4 
28.5 BD Dek ou iw scence 9.5 4.7 7.5 7.0 7.1 
87.6 34.9 3Shipbuilding............ 71.3 36.1 71.0 70.7 70.9 
165.6 69.6 13 Steel &lron............ 106.5 55.2 91.4 90.6 94.8 
BSR BUG Baik asec cles 95.7 17.4 21.9 19.2 18.5 
171.2 118.6 2Sulphur................ 169.1 118.6 1468 145.0 146.4 
85.3 43.2 3Telephone & Telegraph... 60.0 37.6 50.0 48.5 50.3 
OS SaS |, 2 AOE, vce sci neee eke 49.7 27.9 43.5 43.2 43.8 
99.2 10.7 4Tires & Rubber.......... 20.6 10.0 18.1 18.4 19.6 
99.4 68.3. 4Tobscco............... 86.1 63.8 83.2 82.7 82.8 
54D BOG oS RMON ss in Seis ee sie os 39.8 15.6 37.7 35:5 35.1 
346.8 157.7 4 Variety Stores.......... 243.3 146.0 22968 229.7 210.2 
es Gag ge 22 Unclassified (1937 Cl.— 
CCN balan haw 135.8 84.7 124.7 118.1 119.2 
h—New HIGH this year. 
DAILY INDEX OF SECURITIES 
N. Y. ——N. Y. Times—— 
Times Dow-Jones Avgs. 50 Stocks 
40 Bonds 30 Indus. 20Rails High Low Sales 
Monday, Dec. 12.... 70.54 148.65 29.45 103.56 102.51 899,305 
Tuesday, Dec. 13.... 70.74 149.59 29.86 103.62 102.62 1,093,550 
Wednesday, Dec. 14. 71.23 151.83 30.86 105.55 103.36 1,965,054 
Thursday, Dec. 15.... 71.41 151.82 31.10 106.71 105.19 1,798,410 
Friday, Dec. 16...... 71.29 150.89 30.51 105.87 104.79 1,147,240 
Saturday, Dec. 17.... 71.12 150.36 30.35 105.62 104.66 452,870 
Monday, Dec. 19.... 71.10 150.38 30.24 105.50 104.06 1,104,640 
Tuesday, Dec. 20.... 71.09 150.46 30.09 104.90 103.94 937,290 
Wednesday, Dec. 21. 70.92 149.58 29.95 104.61 103.38 1,057,745 
Thursday, Dec. 22.... 71.15 150.53 30.60 104.65 103.49 1,042,920 
Friday, Dec. 23...... 71.26 151.39 31.13 105.83 104.64 1,216,637 
STOCK MARKET VOLUME 
Week Ended Dec. 17 Week Ended Dec. 10 Week Ended Dee. 3 
1,356,429 4,615,700 5,039,882 
Total Transactions Same Date Same Date 
Year to Dec. 22 1937 1936 
288,087,342 400,719,942 487,913,736 





COMMENTS 


Generally speaking, the market gave a 
fairly good account of itself during the 
fortnight ended Dec. 24 in view of tax 
selling and signs of pre-holiday hesitation 
in the business indexes. A rally of about 
3% in our Combined Average of 330 ac- 
tive stocks during the week ended Dec. 17, 
accompanied by expanding volume, was 
followed during the ensuing week by a 
moderate upward movement on a much 
lighter volume of transactions. As pointed 
out in our last issue, the market as a whole 
has cancelled about half of its post-Munich 
rise, volume has shrunk to less than half of 
what it was at the peak of that rise, and even 
more reassuring from a purely technical 
viewpoint, our daily index of 40 industrials 
has been showing greater strength during 
the past few weeks than our weekly index 
of 330 stocks. 


* + 


The Aviation group, after advancing dur- 
ing the week ended Dec. 17 to the highest 
level since Mar. 20, 1937, sold off rather 
sharply during the following week upon 
publication of estimates that, owing to de- 
livery difficulties, fourth quarter profits will 
probably be the smallest for any three- 
months’ period this year. Other groups 
which continue to display greater strength 
than the general market include Auto- 
mobile Accessories, Containers, Finance 
Companies, Furniture, Gold Mining (which 
has been true to form in moving against the 
ings Mail Order, Shipbuilding and 

ires. 


e 7 + 


Amusement stocks held fairly well 
through the week ended Dec. 10 and then 
turned rather weak under the leadership of 
a sharp break in Loew's. Suits brought by 
stockholders to enjoin and recover allegedly 
excessive salaries and bonuses paid to ex- 
ecutives were the seemingly illogical cause 
of the break in Loew's. Paramount, how- 
ever, which has shown moderate strength of 
recent weeks, was able to resist the weakness 
in Loew's. Agricultural Implements were 
rather flabby under a none too impressive 
— for earnings during the first half of 
1939. 


* * e 


The Department Store group reflected 
disappointment that the pre-holiday trade 
has not quite equalled earlier expectations. 
Drugs have not yet quite shaken off the de- 
pressing influence of the McKesson & Rob- 
bins scandal. Sugars were still depressed by 
dissatisfaction over the 1939 quota. From 
a short range viewpoint, Railroad Equip- 
ments have displayed strength in anticipa- 
ee 8 of expanding orders for new rolling 


Going to press early, because of the 
holidays, has made it impossible to include 
figures for week ended Dec. 24 in the ac- 
companying tabulation of Price Index data; 
but these will appear in our next issue. 
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NEW MARKET LEADERS 





Weekly Our Weekly Edition 
rR of 8 pages is mailed 
Bulletin 


every Tuesday. It car- 

ries continuing recom- 
mendations of all of our open commitments 
—Unusual Opportunities, Trading Advices 
and Bargain Indicator, Investment Securities 
for Income and Price Appreciation, also Spe- 
culative Securities for Price Appreciation. 
It contains forecasts of the Short, Interme- 
diate and Major Trends of the Stock Market 
with accompanying graphs .. . also a chart 
of Bond Prices . . . The Outlook for Busi- 
ness . . . Position of Commodities . . . and 
developments in Washington. 


a=" Provate Code 


The INVESTMENT ona 
if Wu sINE SS FORECAIT 








Telegraphic Wire service is avail- 
7 able on our three ac- 
Service tive market programs 
—Unusual Opportuni- 
ties, Trading Advices and Bargain Indicator. 
Clients throughout the country, therefore, 
can act on our recommendations within a 
few minutes after they are selected. There 
is no extra charge except actual cost of tele- 
grams which are transmitted in our Private 
Code for secrecy and economy. They may 
go forward collect, or on receipt of $10, they 
will be sent prepaid and your deposit ac- 
counted for by us. 


Air Mail Air Mail Service is 

provided FREE in the 

FREE United States and Can- 

ada, where it expe- 

dites your receiving our Weekly and Special 

Editions. Through these bulletins, all tele- 

grams are confirmed on the same day as 

transmitted. Consequently, you may readily 
follow our complete service by mail. 


Growth of We serve only in an 

pi advisory capacity, han- 

Your Capital dle no funds, or securi- 

ties and have no finan- 

cial interest in any issue or brokerage house. 

Our sole objective is the growth of your 

capital and income through counsel to mini- 
mize losses and secure profits. 





now being recommended 
for early 1939 protits 


ANY are low and moderately priced. They represent special security 
situations uncovered by our analysts during the recent consolidation of 
the market. Now available at attractive levels, these stocks should rebound 
sharply and outstrip the averages in the next recovery phase. They should 


bring large percentage gains. 


The present market provides an excellent opportunity for you to purchase 
leading stocks which will receive a dynamic upthrust from multiple sources 
industrial improvement, expanding credit, pro-business politics and. of 


primary influence. our vast Rearmament Program. 


Profit with FORECAST SERVICE 
Over the Money-Making Period Ahead 


For short-term profits—you can follow an active, personalized program 

. through our Unusual Opportunities. Trading Advices and Bargain Indica- 
tor. For substantial capital growth ... you can build up a security backlog 
adjusted to changing conditions . . . through our Longer Term Recommenda- 
tions. As one of our subscribers, you receive a complete, well-balanced ser- 


vice .. . with definite advice as to what and when to buy and when to sell. 


Enroll with THE Forecast today to take advantage of the outstanding profits 
now developing. We suggest that you do so on an annual basis because of 
the saving offered and to have our reliable and practical service at your dis- 


posal throughout 1939. 





SERVICE TO START AT ONCE BUT DATE FROM FEBRUARY 1, 1939 





THE INVESTMENT AND BUSINESS FORECAST 
of The Magazine of Wall Street 
90 BROAD STREET Cable Address: Tickerpub NEW YORK, N. Y. 


I enclose (7 $75 to cover a six months’ test subscription; [|] $125 to cover a full year’s subscrip- 
tion to The Investment and Business Forecast with service starting at once but dating from 
February 1, 1939. understand that regardless of the telegrams I select, I will receive the 
complete service by mail. [1 Check here if you desire FREE Air Mail service. 


Send me collect telegrams on all recommendations checked below. (Wires will be transmitted in 
our Private Code after our Code Book has had time to reach you.) 
Low-priced Common Stocks for Market Appreciation. Two or three 


UNUSUA 
— cis L wires a month. Maximum of five stocks carried. $1,000 capital 
OPPORTUNITIES sufficient to buy 10 shares of all advices, on outright basis. 


A Active Common Stocks for Short Term Profit. Two or three wires 
C) TRADING a month. Maximum of five stocks carried. $2,000 capital suffi- 
ADVICES cient to buy 10 shares of all recommendations, on outright basis. 
Dividend-paying Common Stocks for Profit and Income. One or 

CJ BARGAIN two wires a month. Maximum of five stocks carried. $2,000 
INDICATOR capital sufticient to buy 10 shares of all advices, on outright basis. 

IN 6 ued SB OAS Cle OER A Dee ERAS OME CR ee eee eee Capital ep Mewlty. 2.66. cccces: 
PGE eE CERT TCT CER CCC ER EET CCT CRC TEE CLE PRE eee 
GN ihe eel o a atin eath care eal ae a abe © aR EAN ee ae as BRR vx cwewewescces 12-31 


Continuous Consultation Service. List Your Securities Now for Our Analysis. 
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Researcu creates, 
chemical engineering develops, 
and chemical industry makes 
commercially possible the ad- 
vances of science. The result is 
human benefit, as well as indus- 
trial achievement, worth many 
times the immediate cost. 


CHEMICAL & METALLURGICAL 
ENGINEERING 


ak HE products of Commer- 
cial Solvents Corporation, devel- 
oped by continuing research, 
serve not only a score of basic 
American industries but they are 
also widely used in medicine, 
pharmacy, and in many fields of 








Dividends during 1938 were paid at 
the rate of $1 per share quarterly 
on the common stock and the latter 
issue, recently selling around 60, af- 
fords a yield of about 614%. With 
dividends being earned by a fair 
margin of safety, even in the face of 
the drastic decline in first half earn- 
ings, on their merit as an income- 
producing vehicle alone, the shares 
would warrant favorable considera- 
tion. Moreover, with a fairly sub- 
stantial improvement in earnings 
foreshadowed, the shares should re- 
cord a fair measure of price appre- 
ciation. 








science. 








COMMERCIAL SOLVENTS CORP. 
New York Central Building 
New York, N. Y. 

















Six Stocks for First Quarter 
Profits 





(Continued from page 320) 


Trust has consistently maintained 
operations on a profitable basis over 
a long period of years, and in 1937 
the company’s volume of business 
and earnings set a new high record. 
In that year net available for the 
common stock was equivalent to 
$6.36 per share and dividends totaled 


$5. Earnings in 1936 were equivalent 
to $6.07 per share for the common 
stock. In the first six months of 
1938, total receivables purchased by 
the company were off 54% and 
earnings in that period were equiva- 
lent to $2.31 a share, nearly a third 
lower than the $3.43 reported in the 
first six months of 1937. Chiefly 
responsible for the current decline 
was the sharp slump in retail sales 
of automobiles. 

In view of the recent sharp up- 
turn in automobile sales, it is a safe 
assumption that the company’s busi- 
ness has responded proportionately. 





Which Industries Have Best 
Profit outlook for 1939? 





(Continued from page 304) 


The paper industry has had a sub- 
stantial recovery in volume, with 
orders now in a lull, but prices have 
failed as yet to recover enough to 
restore satisfactory profit margins. 
First quarter volume and earnings 
should be pretty close to the quarter 
pow ending. The liquor industry en- 
ters a new year with competition 
keener than ever, its major price 
trend downward, nearby gains in 
consumption doubtful and _ profit 
margins of most distillers narrowing. 
In the motion picture industry, 
trend of total domestic theater pat- 
ronage is upward, with a favorable 
seasonal factor continuing through 
the first quarter. Generalized com- 
ment is useless, however, because of 
varying dependence of individual 
producers upon a shrinking foreign 
market, as well as varying fortunes 
of costly films which can make or 
lose money regardless of the general 
trend of theater business. 


RETAIL TRADE — As reported 
by the Federal Reserve Board, dol- 
lar volume of department store 
trade, on a national average, is run- 
ning about 2% under a year ago. 
With allowance for lower prices, this 
means a modest gain in volume. 
From present indications total fac- 
tory payrolls in the first quarter will 
be at least 15% higher than in the 
first quarter of 1938, while farm in- 
come and aggregate national income 
payments for the period figure to be 
a shade above year-ago levels. So 
far as consumer purchasing power is 


338 When doing business with our advertisers kindly mention THE MAGAZINE OF WALL STREET 
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the story, the trade outlook for the 
near term is fairly good. Except on 
necessitous goods, however, there is 
thus far a minor lag in consumer 
willingness to spend. The general 
picture will probably change very 
little for good or bad in the first 
quarter. The mail order, variety and 
specialty merchandisers will remain 
in the best position; and biggest 
percentage gains from a year ago 
will center most strongly in the in- 
dustrial areas. 
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the thought in mind that some of 
our readers will find such a list help- 
ful we have selected a group of pre- 
ferred stocks. The various issues 
comprising this list are selling on a 
basis to yield a good return and all 
of them possess varying degrees of 
investment strength. The current 
yield affords a rough yardstick of 
their relative investment rating; the 
yield usually being in inverse ratio 
to the rating. 

Many investors tend to shy away 
from preferred stocks. This ten- 
dency is doubtless born of the fact 
a preferred stock is admittedly a 
“hybrid.” In other words, it is rea- 
soned that a preferred stock, on the 
one hand, affords none of the protec- 
tive features of a bond, even a de- 
benture issue, and on the other is 
devoid of the speculative possibili- 
ties of a common stock, owing to the 
fixed-dividend feature and, in many 
cases, the presence of a call price. 
Moreover, it has been shown that 
preferred stocks may decline in value 
rapidly whenever the trend of earn- 
ings appears to threaten the security 
of dividend payments. These are the 
undesirable features of preferred 
stocks and it must be conceded that 
they are factually true. Actually, 
however, they are likely to prove to 
be largely academic in the case of 
many preferred issues and the fact 
remains that among preferred stocks 
are to be found many sound income- 
producing issues. 

For the investor obliged to empha- 
size income, the argument against 
preferred stocks does not appear suf- 
ficiently compelling for him to forego 
entirely the opportunities which this 
group afford in the way of depend- 
able yield. 
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New Year Investment Plan 


OUTSTANDING - 
STOCKS to BUY 
FOR 1939 PROFITS 


Undervalued Issues for Early Purchase 
ACH YEAR, as part of our preparation for the 


Annual Forecast on Business and Finance, our Staff 
determines those industries with the most promising out- 
look — analyzes each listed stock in these favored groups; 
and from this list selects 10 issues that are in a position to 






show maximum price appreciation. 


Two Promising Groups 


1. Five Stocks for Large Percentage Gains. Com- 
paratively low-priced issues representing special 
situations with brilliant earnings prospects for 
the coming year. 


2. ‘Five Best Stocks From The Five Best Industries.” 
Our Staff selections for most assured gains, based 
on an exhaustive study of industry prospects. 


A similar selection of 10 Stocks for 1938 
showed a gain twice as great as the Dow- 
JonesIndustrials for the same period. 


An Exclusive UNITED Feature 


This group investment program, checked against the advices of 
leading market experts, is exclusive with UNITED Service. It is 
based on our 19 years of continuous experience in Business and 
Investment Forecasting. 


Check This List — Free! 


We want every thoughtful investor to check this 1939 Investment Program 
against his own list, to see with what care UNITED advices are prepared and 
how successfully they may be used. With the stock list we will include our Annual 
Forecast on Business and Finance for 1939. Mail the coupon NOW! 


UNITED BUSINESS SERVICE 


210 NEWBURY ST., BOSTON, MASS. 


Please send me, without obligation, your Annual Forecast 
and Investment Program, including 10 selected issues for 1939. 
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SU lh WP et UR 


AN ELEMENT 
of 
COMMON GOOD 


A company learns much in pro- 
ducing and marketing millions 
of tons of SULPHUR x * kx x 
helping it enter the channels of trade to be converted to myriad 
uses * * * * * observing the part it plays in the production of 
fertilizers and insecticides...in the conversion of forests into pulp 
and paper...in the preparation of metals for enameling, plating 
and tinning ...in the manufacture of food products, paints, textiles, 
glass, fuels and lubricants. For SULPHUR is an element that helps to 
convert the unusual and rare articles of yesterday into common- 
place necessities. Today it is rayon, plastics and lacquers. Tomorrow 
it may be a new fiber, a new medicinal or a new process of utilizing 
farm products. Industrial and chemical ingenuity devises new 
products, new applications and all in one way or another owe 
allegiance to this common element, which in the form of sulphuric 
acid is the grandsire of chemical industry. As before, Texas Gulf 
plays its part by continuing to improve its facilities for producing 
and marketing SULPHUR and by its researches to make it more 
widely applicable. 


Visitors to the New York World's Fair will have an oppor- 
tunity to learn about SULPHUR at an interesting educational 
display in the Hall of Industrial Science. 


ge 

EXAS Gute SULPHUR (0. 
75E.45" Street (==) New York City 
Mines: Newgulf and Long Point,Texas 


























Your Stake in Republic Steel 
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New York, N. Y. 
December 22, 1938 


Philip Morris & Co., Led., Inc. 


A regular quarterly dividend of $1.25 
per share on the 5% Convertible Cumu- 
lative Preferred Stock, Series A, has 
been declared payable March 1, 1939 to 
holders of Preferred Stock of record at 
the close of business on February 15, 1939. 

There has also been declared a divi- 
dend of 75¢ per share on the Common 
Stock, payable January 16, 1939, to 
holders of Common Stock of record at 
the close of business on January 3, 1939. 


L. G. HANSON, Treasurer. 
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intimately connected with general 
business trends. The excellent start 
of the motor industry in its new 
model year means much to Repub- 
lic, as do the increasing use of alloy 
and special steel products. Share for 
share, the common stock probably 
represents greater potential earning 
power today, in view of 1939 pros- 
pects, than it did four years ago. 


The various issues of Republic 
Steel therefore offer the opportunity 
to share in continued business re- 
covery in a wide range between 
speculative and fairly conservative 
investment. The two bond issues, 
one convertible, the other not, yield 
close to 5%. The preferred stocks 
are not paying dividends, but ac- 
cumulations are piling up, amount- 
ing to $19.50 a share on the older 
issue and $4.50 on the prior pre- 
ferred at the beginning of 1939. The 
common stock is even further re- 
moved from a dividend basis and 
could expect to participate directly 
in earnings only when and if a pro- 
longed period of satisfactory busi- 
ness allows the payment of accumu- 
lations on the preferreds. Prospective 
dividends will not, however, be the 
incentive toward buying the com- 
mon at this time, so much as the 
desire to participate marketwise in 
whatever prosperity lies ahead. For 
this purpose the common stock, most 
speculative of all Republic Steel 
issues, is undoubtedly the best. 





As I See It! 





(Continued from page 295) 


an outworn, outdated communism. 

How the Nazis laughed! The 
most interesting illustration of the 
contempt in which the Nazis held 
Chamberlain appeared in the news- 
reel of the signing of the Munich 
Pact. The picture shows Cham- 
berlain walking up the stairs and 
into the conference room at the same 
time Hitler walks from one end of 
the room and seats himself on a small 
sofa near the entrance. A group of 
junior officials go to meet Chamber- 
lain, shutting out the view of Hitler 
who does not rise to greet the Min- 
ister as he enters. It was this amaz- 
ing discourtesy to the Prime Min- 
ister of a great nation that shocked 
me greatly, and made me realize that 
England had nothing to hope for 
from the Nazis; that the policy of 
appeasement was a snare and a hoax. 

Since then the Nazis have frankly 
come out in the open, vigorously 
carrying on their revolution—which 
is to gain control of the economic 
and financial machinery of Germany 
step by step, rather than by a sud- 
den destructive coup. First there 
was the mad orgy in the recent at- 
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tack on the Jews (the most helpless 
section of the population) followed 
by the confiscation of property of 
great economic value. By this 
method the Nazis sought to retain 
their hold on the rest of the people 
and minimize the repercussions re- 
sulting from the ensuing uncer- 
tainties. At the same time they be- 
gan absorbing the wealth of another 
group—the Catholics. This has not 
received as much publicity as the 
confiscation of Jewish property, be- 
cause the leaders feared the effect on 
Catholics everywhere—and _ particu- 
larly in South America on which 
Germany is in a large way econom- 
ically dependent today in view of 
boycotts everywhere. Since then she 
has begun her campaign on a third 
group—the bourgeoisie. 

In attacking the financial and in- 
dustrial leaders at this time, the 
Nazis have fallen into the same er- 
ror as the Communists, although 
Germany believes that she has pre- 
pared the ground by training a suf- 
ficient number of executives to re- 
place those she has eliminated. The 
Russians killed that class off at the 
outset, yet I doubt whether the new 
Nazi managers will be able to cope 
with the complicated situations of 
today with the skill of the displaced 
executives, 

It is my belief that it was at no 
time necessary to give way to the 
Nazis because they never intended 
to risk their beautiful war machine. 
They just couldn’t. For example, 
when you consider the expense to 
England of assembling her fleet at 
the time of the Czechoslovakian 
crisis ran into millions of pounds 
without a shot being fired, you can 
realize what it would have cost Ger- 
many to go to war. As it is, the 
expense of sending her army into a 
submissive Austria and Czechoslo- 
vakia has cost her—and will con- 
tinue to cost her—a pretty penny. 
The Nazi policy was definitely to 
seek to gain their ends by bluff and 
threats behind the facade of their 
war machine. 

The truth of this is being recog- 
nized today, as evidenced by the 
growing opposition, but the world 
will have to fight a stronger Ger- 
many than the one before the epi- 
sode of Czechoslovakia. 

Hitler won a decisive victory at 
Munich, the extent of which is now 
being widely recognized in England 
and is crystailizing in the strength: 
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RCA...the name symbolizing 
creation, progress, achieve- 
ment in radio! RCA... Radio 
Corporation of America... a 
family of doers writing history 
with sound in the skv! 

Makers of instruments for 
radio transmission and recep- 
tion of sound, code messages 
and facsimile reproduction. 
Makers of instruments for the 
recording of sound on records 
and on motion picture film. 
Creators of countless radio de- 
vices vital to science, indus- 
try, medicine, telephony, and 
public safety. 

RCA... creator of a nation- 
wide broadcasting service, The 


National Broadcasting Co. 


RCA Institutes, Inc. 


RCA Manufacturing Co., Inc. 
National Broadcasting Company 





RCA ... creator of a world- 
wide radio communications 
system with direct circuits be- 
tween the United States and 
+3 foreign countries, and with 
ships at sea. . . a message ser- 
vice with the speed of light- 
ning. 

RCA...pioneer in research 
in radio, sound and television. 

Radio Corporation of Amer- 
ica... truly American, owned 
by a quarter of a million stock- 
holders in +8 states. 

RCA .. 


across the sky... 


19 vears a name 
19 vears of 
service to all the world. 

Listen to the “ALAGIC KEY”? 
every Sunday, 2 to 3 P.M.., E.S.T., 


VBC Blue Network 


on the 


Radio Corporation of America 
RADIO CITY, N. Y¥. 


R.C.A. Communications, Inc. 


Radiomarine Corporation of America 
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ening of the opposition to Chamber- 
lain. It blocked the promised loan 
te Germany which Schact came to 
London to arrange. It brought de- 
mands for an investigation into the 
delays of the rearmament program 
since the Munich Pact. Even the 
Nazis, formerly adamant, became 
willing to permit Mr. Rublee to visit 
Berlin for talks regarding orderly 
exodus of refugees. 

The opposition to the Nazis is 
growing apace the world over, as it 
is becoming generally recognized 
that Germany is a menace to the 
world economically, even without 
Hitler’s delusions of grandeur. While 
the Nazis are spending — their 
all in armaments, to them it is 
money spent speculatively in a ven- 
ture to secure an empire. For the 
other nations it is just so much 
waste—the armament expenditures 
being purely a defense measure at 
the expense of the standard of living 
for all. Add to that the competition 
of a 10-hour work day in highly me- 
chanized Nazi Germany, and bank- 
ruptey stares many a nation in the 
face. 

It is a realization of this situation 
that is arousing England to protec- 
tion of her trade and the institution 
of a campaign to combat Nazi eco- 
nomic aggression. Our own govern- 
ment is also keenly alive to this 
danger. It has not been taken in by 
Nazi pretense of impregnability as 
evidenced by the sharp response of 
Acting Secretary of State Sumner 
Welles to the German Charge d’Af- 
faires in the recent altercation over 
the Ickes speech. However, this is 
not true the world over for many 
nations do not yet realize that the 
Nazis are a greater menace than the 
Communists. 
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Inasmuch as the President’s closest 
advisors now regard W P A asa poli- 
tical liability rather than an asset— 
November 8 demonstrated that— 
some sort of overhauling in the inter- 
est of financial and social economy 
is almost inevitable. 

The system of Social Security is 
sure to be revised, though it is 
doubtful if Congress will accept 
all the changes recommended by 
the President’s advisory committee. 


Those most likely of adoption in- 
clude extending coverage to 5,000,000 
people—domestics and farm help, 
employees of charitable and philan- 
thropic institutions—now ineligible 
for benefits; forcing the government 
to bear one-third of the pay roll tax 
for old age insurance, with employers 
and employees paying a like per- 
centage; insistence that tax receipts 
for social insurance be segregated in 
a separate trust fund and not used 
to pay the current costs of govern- 
ment. 

Broadening the base and increéas- 
ing the amounts of security benefits 
will be proposed for political as well 
as social reasons—namely, in an ef- 
fort to block enactment of some sort 
of Townsend plan. The latter move- 
ment, in one form or another, will 
command many supporters in the 
next Congress, and it may escape 
from Senate or House committee 
for a floor showdown. It is hoped, 
however, that more generous treat- 
ment of the old folks in accord with 
these amendments will appease the 
more excitable and susceptible en- 
thusiasts for $200 a month or $30 
every Thursday. 

Government reorganization, though 
defeated in the last Congress, stands 
a fair chance of passage, but only 
in its more innocuous form. Con- 
gress will undoubtedly give Mr. 
Roosevelt six more secretaries, per- 
mit him to reshuffle executive 
agencies which do not’ exercise 
quasi-judicial authority and create 
a new Department of Public Wel- 
fare. But there is no chance that 
it will abolish the office of Controller 
General and substitute the post- 
audit system the President desires. 
Had there been any likelihood of 
such a change, disclosures of lax in- 
vestigation of MeKesson & Robbins 
assets killed it. 

The O'Mahoney Monopoly Com- 
mittee will present no major recom- 
mendations at this session, with the 
possible exception of suggestions for 
revising the patent laws. These will 
be designed to shorten the life of a 
patent—perhaps from seventeen to 
seven years—and to reduce the 
period when the notice, “patent ap- 
plied for,” gives a corporation indefi- 
uite control of basic inventions. 
These novel proposals, together with 
anti-trust revision asked for by At- 
torney General Cummings in his 
annual report, will be handled gin- 
gerly by the Congress. It is prob- 
able that no action will be taken 
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without further study by the Con- 

gress itself—meaning no legislation 

for a year or two. 

National defense will, of course, 
dominate all other issues if the Presi- 
dent can convince the Congress that 
the rise of dictators actually endan- 
gers American interests at home. He 
will ask for more money for battle- 
ships, planes, mechanized equipment, 
storage of essential materials, educa- 
tional orders designed to gear indus- 
try for wartime needs, possibly a 
larger personnel for army, navy and 
aviation forces. There will be scant 
disposition to oppose these requests 
unless it appears that the rearma- 
ment program, like the WPA and 
P WA, is to be used as a pretext for 
political spending—for producing a 
sort of political recovery insuring 
Democratic victory two years hence. 

The Congress will make a distine- 
tion between rearming for national, 
domestic defense and rearming for 
foreign aggression or political secur- 
ity. That fight will be slow in de- 
veloping, however, if only because 
opposition to a national defense pro- 
gram leaves a statesman open to the 
charge that he is unpatriotic. 

The next session will be quite as 
important negatively as it will be 
ifirmatively. It may become not- 
able for what it will not do as for 
what it will do. In other words, 
there will be NO major legislation 
on power, taxes or regimentation of 
business and industry. The boys 
and girls on Capitol Hill are weary 
of oiling every wheel and lever in 
the economic structure, and are more 
than willing to turn the job back to 
the men who created the machine in 
the first instance. 

As sports announcers say in turn- 
ing over the microphone to topnotch 
artists when the battle grows too hot 
for them to handle, take it over— 
it’s yours, men of business and in- 
dustry and finance! 





Foster Wheeler Turns the 
Corner 





(Continued from page 311) 


common stock of $10 par value. The 
preferred has dividend arrears of 
$36.75 as of April 1, 1938. Selling 
currently at 90 as compared with a 
19388 low of 50 the preferred has 


DECEMBER 31, 1938 

















ice they render. 


ice station. 


THE PURE OIL 








IN THOUSANDS OF CITIES 
A PART OF THE BUSINESS COMMUNITY 





| IN thousands of cities, Pure Oil’s blue and white Eng- 
| lish cottage-type service stations are known for the quality 
| of the products they sell . . . the friendly-neighbor serv- 


| But these stations represent more than that... for 
| each Pure Oil Dealer feels that he has a vital part in the 
| business life of the community. 

| Such well-established local sales outlets are backed by 
a completely integrated company with over 5000 produc- 
ing wells in nine states ... seven modern refineries . . . 
a well balanced water, pipe-line, and railway transporta- 
tion system. Quality is controlled from oil well to serv- 


And just as each Pure Oil Dealer prides himself on his 
part in the business of his own neighborhood, so the 
Pure Oil Company is proud of the part its products take 
in service to modern motoring and modern industry. 





COMPANY, U.S.A. 

















partially reflected the company’s 
improved outlook but still offers at- 
tractive opportunities for apprecia- 
tion and eventual dividends to those 
who don’t mind inactive markets 
and are willing to forego immedi- 
ate return. 

The common stock has always 
been a fast mover, the extreme range 
being from a high of 10414 in 1930 
to a low of 3 in 1932. In 1937 the 
range was 1114 to 5444. Because of 
the small number of shares outstand- 
ing the common reflects very quickly 
a change in the company’s outlook. 
Unlike most stocks, the 1929 high 
was exceeded in 1930, probably be- 


cause of the utility building program 
sponsored by the Hoover adminis- 
tration in 1930. 

With taxes up, labor rates high, 
and the general business level de- 
pressed, business executives are 
driven more and more towards plant 
economies through up-to-the-minute 
machinery and equipment as the 
best available avenue in cutting 
down costs. The efforts of Bethle- 
hem Steel and Southern Railway in 
this direction are cases in point. One 
of the methods of achieving plant 
economies is to install more efficient 
power plants or to fit existing diesel 
or steam engines with waste heat 


343 





























Investment 
Advisers 
Established 1904. 








Available On Request 
Complimentary Copy 


“What Stock Groups Will Lead 
In 19392” 


Habson’s Reports 


Incorporated 


Dept. 66-77 
Babson Park 


Massachusetts 
































| 





boilers. This tendency is already 
aiding Foster Wheeler and now that 
a higher backlog of unfilled orders 
is in hand it is reasonable to expect 
that on future competitive bids 
greater care will be taken to insure 
profitable operations. 

The common stock is volatile and 
speculative but because the risks are 
greater the profits are apt to be com- 
mensurate. Foster Wheeler gives 
every indication of facing increasing 
demand for its products from both 
shipbuilding and utility expansion, 
not to mention the oil industry and 
the likelihood of general business 
improvement. Despite its poor earn- 
ing record over the last few years 
FWC selling currently at 26 has 
much more than average appeal. If 
utility expansion is accorded Gov- 
ernment cooperation, as seems prob- 
able, instead of the hindrance of the 
last six years, it will have few supe- 
riors as a long-term speculation. 





As the Trader Sees Today's 
Market 
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than they were even in 1929. There 
are various reasons for this. Among 
them is that much-abused word “in- 
flation,” for certainly the net effect of 
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our Government’s monetary experi- 
ments and its lavish spending of bor- 
rowed money has been to lessen the 
average investor’s fundamental faith 
in money. Then, too, extremely low 
interest rates on first grade bonds 
will inevitably incline investors to 
stocks in which they think there is 
a reasonable chance for satisfactory 
return either in the form of divi- 
dends or appreciation of capital. 
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troduced over the past few years and 
are continually growing in impor- 
tance as revenue-producers. Fourth 
quarter earnings of Atlas undoubt- 
edly benefited from the expansion 
in automobile production. More- 
over, the hexahydric alcohol division 
enjoyed an uptrend in sales due to 
business recovery in general. If 
consumer purchasing power con- 
tinues, profits should grow accord- 
ingly. There is no reason to believe 
that the company will not benefit 
from the rearmament program, but 
main gains in revenue will continue 
to be derived directly from industry. 
Competitively, the company is 
strong, and due to the efficient man- 
agement, should be able to maintain 
a position of leadership in the indus- 
try. Dividends paid during 1988 
totalled $2.25 which afforded holders 
with a reasonable rate of yield. The 
last report available for the company 
is for the nine months ended Sep- 
tember 30, 1938, when earnings were 


$1.96 per share. The dividend was 
probably paid because of the expec- 
tation of earnings higher than the 
$2.25 and also because of the strong 
financial position—total current as- 
sets compared to total current lia- 
bilities in the ratio of approximately 
8 to 1 at the close of the third quar- 
ter. In view of the future possibili- 
ties in Atlas, we advise retention of 
your commitment for the secure in- 
come and also for price appreciation 
possibilities from present levels. 
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tical accomplishments, the treaty is 
perhaps open to criticism. From the 
idealistic point of view, it is a worth- 
while document. Commenting upon 
the Pact, the London Economist, 
prominent British economic journal, 
points out that “the equality of inci- 
dence of the concessions granted. to 
direct trade between the United 
Kingdom and the United States is 
of more formal and legal than real 
importance,” adding that while the 
agreement “does not go far enough” 
it constitutes “a victory for sanity, 
friendship and common sense.” 

As regards the possible effects of 
the Trade Treaty upon the future 
movements of the pound, it is rea- 
sonable to assume that fluctuation 
will be within relatively narrow 
ranges. Should the currency be 
threatened, the British will no doubt 
come to its assistance, even at sactri- 
fices, if necessary, because a serious 
decline in the pound would not only 
markedly impair the treaty but may 
even bring about a complete col- 
lapse of the understanding. In other 
words, as soon as a declining pound 
will begin to affect trade, steps will 
be taken to end fluctuations. 

In conclusion: Changes for the 
better in Great Britain’s economic 
structure, as evidenced by a decrease 
in unemployment, a gain in business 
activity and an increase (within the 
past two months) in foreign trade, 
suggest that the setback which 
began more than a year ago may be 
said to have run its course. This 
fact, together with the various in- 
strumentalities which have been 
created for the purpose, should affect 
the pound in the direction of greater 
stability around prevailing levels. 
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